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ADDING A REAL ESTATE INVESTMENT TRUST
[REIT] INDEX OPTION TO THE THRIFT SAV-
INGS PLAN: CONSIDERING THE VIEWS AND
ADVISORY ROLE OF THE EMPLOYEE
THRIFT ADVISORY COUNCIL [ETAC]

WEDNESDAY, APRIL 26, 2006

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON FEDERAL WORKFORCE AND AGENCY
ORGANIZATION,
COMMITTEE ON GOVERNMENT REFORM,
Washington, DC.

The subcommittee met, pursuant to notice, at 3:03 p.m., in room
2154, Rayburn House Office Building, Hon. Jon C. Porter (chair-
man of the subcommittee) presiding.

Present: Representatives Porter, Tom Davis, Issa, Marchant,
Mclllienry, Schmidt, Davis of Illinois, Norton, Cummings, and Van
Hollen.

Staff present: Ronald Martinson, staff director; Chad Bungard,
deputy staff director/chief counsel, Chad Christofferson, legislative
assistant; Shannon Meade, professional staff member; Patrick Jen-
nings, OPM detailee/senior counsel; Alex Cooper, legislative assist-
ant; Mark Stephenson and Tania Shand, minority professional staff
members; and Teresa Coufal, minority assistant clerk.

Mr. PORTER. I would like to bring the meeting to order. Today
we are discussing adding a real estate investment trust index op-
tion to the Thrift Savings Plan: considering the views and advisory
role of the Employee Thrift Advisory Council. Welcome, everyone.
I appreciate you being here today.

Mark Twain once said, “Put all your eggs in one basket and
watch the basket.” The point is that such a maneuver is risky and
unwise, and if you are going to do something that foolish, you bet-
ter keep your eye on the basket at all times. Unfortunately, under
the current leadership, the makeup of the Thrift Savings Plan does
not provide Federal employees with the ability to diversify their
funds for retirement. Between 2000 and 2003, the highest average
annual rate of return on any stock in the fund in the Thrift Sav-
ings Plan was minus 0.1 percent, while the rate of return on real
estate investment trusts was near plus 20 percent. During that
time period, there was no room for diversification, and Federal em-
ployees throughout the Government lost their hard-earned money.
The fact that REITs have had a historically low correlation of re-
turns to the returns from other TSP funds is important to protect
an investor from market volatility. This was emphasized by a sen-
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ior analyst for Morningstar in a Washington Post article in Janu-
ary in which the analyst was quoted as saying, “Real estate stocks
do not move in lockstep with the rest of the market, and that
makes them good portfolio diversifiers.”

Yale University Endowment Chief Investment Officer David
Swensen urges a real estate allocation of 20 percent for investors,
which could be accomplished through investment in REIT stocks.
This is a complete impossibility in the Thrift Savings Plan. While
REITs and real estate have performed well in recent years, the per-
formance of REITs and real estate over the longer term is what
makes the case and is the reason why well-established retirement
savings plans have routinely made a significant allocation to com-
mercial real estate investment. For the past 30 years, REITs have
outperformed the Dow Jones Industrials, the NASDAQ Composite,
the S&P 500. IBM, the sponsor of the largest private sector 401(k)
plan in the country, offers a distinct REIT option for plan partici-
pants and told the subcommittee last year that “we are committed
to REITs as a core asset class for defined contribution plans . . .
Their return, volatility, diversification, dividend yield, and taxation
characteristics make the case.” IBM is not alone. Many large cor-
porations offer distinct REIT options in their 401(k) plans, includ-
ing General Motors, Verizon, and Ford Motor Co.

Congressional consideration of the addition of options to the
Thrift Savings Plan is by no means unprecedented. After sufficient
congressional consideration, Congress established the first three
funds to the Thrift Savings Plan when it created the Board. In an-
ticipation of the need for more funds once the Board got up and
running, the “Joint Explanatory Statement of the Committee of the
Conference” stated, “Should additional investment vehicles become
desirable, Congress can authorize them.” When crafting the ena-
bling legislation for the Thrift Savings Plan, according to the Con-
ference Statement, Congress expressed concern about political ma-
nipulation by Board members—the kind of manipulation and lobby-
ing that the Board has been engaging in over the past several
months. That is why Congress set up the structure of the funds to
be passively managed by the Board, as opposed to being actively
managed. The only reference to congressional political manipula-
tion in the Conference Statement was a concern, rightfully so,
about the possibility of some sort of “raid” on the trust fund by
Congress during budget cuts, not about Congress selecting new
index funds.

H.R. 1578 is simply about providing choice—not unlike the pri-
vate sector has—to Federal employees and giving them the oppor-
tunity to diversify their portfolio. It is nothing more. It is Congress’
responsibility as ultimate fiduciaries of the TSP to bring these op-
portunities within reach of every Federal employee. Adding options
to the Thrift Savings Plan in an effort to enable proper diversifica-
tion has been a priority of this subcommittee long before I was here
and for the past couple of years starting in July 2004 when then-
Subcommittee Chairman Jo Ann Davis sent a letter to the Execu-
tive Director of the Federal Retirement Thrift Investment Board
Gary Amelio requesting advice on potentially adding a REIT index
option to the Thrift Savings Plan. Mr. Amelio responded by briefing
subcommittee staff the next month. At that briefing, Amelio ex-
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pressed concern with the addition of a REIT index fund to the
Thrift Savings Plan at that time mostly because of the Board’s
focus on rolling out lifecycle funds. He did state, however, that if
he were called upon to add another option to a retirement plan
with the same funds as those in the TSP, the first thing he would
add would be a REIT index fund option.

After several months of correspondence between the Board, the
subcommittee, and outside experts, the Board maintained their op-
position to the addition of a REITs index fund since, according to
the Board in January of last year, the “funds currently offered by
the TSP are sufficient for the construction of risk-optimized port-
folios appropriate for TSP participants.” This statement is clearly
untrue. Simply ask some of the participants in the TSP—which, by
the way, does not happen currently by the Board—including some
of my colleagues up here on the dais who probably lost some money
in the TSP between 2000 and 2003 because there was no oppor-
tunity to sufficiently diversify their portfolio.

The problem is that the TSP managers are not asking plan par-
ticipants for their opinion. According to a 2005 GAO report, “T'SP
managers said that they have not surveyed participants since the
early 1990’s” and GAO found that “because TSP relies on customer
complaints as an indicator of participant satisfaction, its managers
do not have the information necessary to determine the degree to
which participants are satisfied with the services.” GAO further
found that the “T'SP managers’ reliance on complaints does not
take into account participants who are dissatisfied and have not
complained or do not know where to complain[.]” Participants are
left with the burdensome task of sending letters to the TSP man-
agers themselves or the call center. This GAO finding belies Execu-
tive Director Amelio’s claims at last year’s hearing that he gets a
great deal of feedback based on letters he received when the TSP
suffered a significant recordkeeping problem.

The GAO also found that the Employee Thrift Advisory Council
is equally unhelpful in assisting the TSP managers in understand-
ing the needs and wants of the participants. The GAO found that
“while some ETAC representatives provide TSP managers with
feedback on draft TSP publications, legislative initiatives, and
other issues, ETAC representatives do not systematically solicit
feedback from their constituents. Some ETAC representatives may
receive sporadic feedback from participants, but ETAC does not
conduct surveys of plan participants.” I thought we were in a de-
mocracy. Apparently we are not. GAO concluded, therefore, that
“the extent to which participants within the represented agencies
and employee organizations provide feedback to the ETAC rep-
resentative is unclear.”

This ambiguity was demonstrated this past month when ETAC
voted on a resolution opposing the addition of a REIT index fund
at the present time. According to a letter to the subcommittee from
the Senior Executives Association, one of the ETAC members that
the SEA appointed to the Council at an ETAC meeting took a posi-
tion not held by the SEA itself. Thus, not only did that member not
survey any members of the SEA, it took a position antithetical to
the SEA policy. A further indication that ETAC was not acting in
a full representative fashion when it considered the resolution on
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the addition of a REIT index fund was demonstrated when the
Board’s Executive Director Gary Amelio, who is not an ETAC mem-
ber, recommended language to the Council that was ultimately
adopted stating that the “development of a new fund must come
from an independent process developed by the Plan’s fiduciaries.”
I mention the problems with ETAC not to criticize the employee
groups, who are doing what they can with a broken process and
who are forced to take action and make recommendations without
the benefit of good tools for gathering important information from
the Federal employees they serve. I do join GAO with the criticism
of ETAC being the primary tool to get supposed employee feedback.
It simply can’t do the job.

In its recommendations for executive action, GAO proposed that
the Federal Retirement Thrift Investment Board direct the Execu-
tive Director to “(1) develop a systematic effort to assess TSP par-
ticipants’ overall satisfaction with the services provided and (2) in-
stitutionalize the routine collection of information and systematic
assessment of industry trends and innovations.” According to GAO,
“the Board disagreed with our recommendation regarding the im-
plementation of an evaluation effort to assess the level of customer
satisfaction . . . As we state in our report, the private sector plan
managers that we spoke with believe that direct, ongoing partici-
pant feedback is needed to respond to the changing needs of plan
participants. Without obtaining more frequent feedback from par-
ticipants, TSP managers cannot determine what improvement
would best satisfy participants’ needs.” Understanding what a Fed-
eral employee really wants in the Thrift Savings Plan is clearly an
issue with the Plan’s current managers.

After hearing the Board’s concerns and discussing the bill with
outside experts, I, along with Representative Chris Van Hollen and
full committee Chairman Tom Davis, introduced H.R. 1578, a bill
that now has 169 cosponsors, ranging from House Minority Leader
Nancy Pelosi to House Majority Leader John Boehner. This is not
a partisan bill but, rather, a bipartisan effort that boasts 71 Demo-
crats and 98 Republican cosponsors, all of whom want to provide
Federal employees with the opportunity to further diversify their
portfolios. A week after introduction, the subcommittee held a
broad-based hearing on the merits of adding a REITs index fund
as an option to the TSP.

At that hearing over a year ago, Executive Director Amelio told
the subcommittee that “the Board members and I have decided to
engage a reputable investment consulting firm to assist in analyz-
ing various investment-related plan issues,” including REITSs, and
he specifically requested that “any consideration of legislation be
delayed at least until after the appropriate review by the plan’s fi-
duciaries.” However, the Board took no effort at that time to act
on its promise to the subcommittee. A month after the hearing, in
response to the subcommittee’s question for the record with regard
to when the study of all possible additions to the TSP would be
made available, the Board made no time commitment and indi-
cated that it would study the options on its own timetable. In July,
both the Senate and the House sent separate letters to the Board
requesting a written report on additional investment options to the
TSP by January 1, 2006—months after our initial hearing. The
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House letter emphasized the importance of a timely report so that
it could act on the Board’s recommendations to this Congress. The
Board responded to the letters in August stating that it expected
to select an investment consultant by September 2005. Although
the Board expressed no intention on meeting the Senate and the
House deadline of January 2006, it did not indicate that the study
would be completed after Congress adjourned sine die.

In January, the TSP Board’s staff told Government Reform Com-
mittee staff that it had contracted with Ennis Knupp and Associ-
ates to conduct a four-part evaluation of the TSP and, notwith-
standing repeated congressional requests that the study of addi-
tional options be completed with sufficient time to consider legisla-
tion in the 109th Congress, the TSP staff revealed that such study
would be the fourth and final part of the contract and would prob-
ably not be completed until after Congress adjourned sine die and
possibly not until 2007. A March 2006 Government Executive arti-
cle correctly characterized the Board’s actions, “T'SP administrators
already have voiced their discontent with the addition of a REIT
fund, and have stalled its progress by hiring an outside consultant
who will review a range of possible funds by the end of 2006.” At
an April Board meeting, Board Member Thomas Fink even recog-
nized that the decision to call in a consultant to review existing
TSP funds and investment policy probably created a perception on
the Hill that the Board is stalling on legislation in hopes that the
REIT proposal will fade.

The Board’s unresponsiveness and stall tactics to delay the
study—a study that they requested and we agreed to—of invest-
ment options to the Thrift Savings Plan can no longer be tolerated.
We cannot have another period, like we did between 2000 and
2003, where Federal employees lost thousands of potential dollars.
As the Federal Government seeks to modernize its recruitment and
retention tools to keep pace with the private sector, additional in-
vestment options are important in accomplishing this goal. Accord-
ing to the Board’s own figures, the percentage of private companies
offering five or less options, like the TSP, dropped from 7 percent
to 1 percent from 1999 to 2003. Conversely, the average number of
investment options available today in all private sector 401(k)
plans is 18 and is 20 for private sector 401(k) participants with
5,000 or more participants. As the number of investment options
rises, employees can diversify their assets and protect their invest-
ments from dramatic volatility in the market.

This subcommittee has been studying the addition of a REIT
index fund for almost 2 years, including holding two congressional
hearings and engaging in numerous discussions and correspond-
ence with the Board and outside experts. Although it could have
been helpful to have had an additional study conducted by the
Board’s consultant, the Board does not see the TSP’s lack of diver-
sification as a problem and has, therefore, not responded to Con-
gress’ expressed desire to expand options this Congress. Nonethe-
less, the subcommittee’s study of the addition of a REIT index fund
to the TSP reveals that it is the next best option to the Thrift Sav-
ings Plan and would provide significant diversification benefits.
Burton Malkiel, a professor of economics at Princeton University,
was recently quoted in Government Executive as stating that “The
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Federal Thrift Savings Plan serves as an excellent model for well-
designed retirement plans . . . it could be improved, however, by
including an additional class in the mix of funds—real estate in-
vestment trusts.” I, and at least 169 other congressional members,
agree.

I would like to thank our witnesses for being here today.

[The prepared statement of Hon. Jon C. Porter follows:]



HENRY 2 o
et

CNE HUNDRED NINTH CONGRESS

Congress of the Tnited States

Houge of Representatives
COMMITTEE ON GOVERNMENT REFORM
2157 Ravaunn House OFFicE Bunding
WasrinaTon, DC 20515-6143

Rt senders hovs o

Opening Statement of Chairman Jon Porter

Hearing of the House Government Reform
Subcommittee on Federal Workforce and Agency Organization

“Adding a Real Estate Investment Trust (REIT) Index Option to the Thrift Savings Plan:
Considering the Views and Advisory Role of the Employee Thrift Advisory Council
(ETACY”

April 26, 2006

Mark Twain once said, “Put all your eggs in the one basket and - WATCH THAT
BASKET.” The point is that such a maneuver is risky and unwise and if you are going to do
something that foolish you better keep your eyes on the basket at all times. Unfortunately, the
current makeup of the Thrift Savings Plan does not provide Federal employees with the ability to
diversify their funds for retirement. Between 2000 and 2003, the highest average anmnual rate of
return on any stock in the fund in the Thrift Savings Plan was -.1%, the rate of return on REITs
was near +20%. During that time period, there was no room for diversification and Federal
employees throughout the government lost their hard earned money. The fact that REITs have
had an historically low correlation of returns to the returns from other TSP funds is important to
protect an investor from market volatility. This was emphasized by a senior analyst for
Morningstar in a Washington Post article in January, in which the analyst was quoted as saying:
“Real estate stocks do not move in lockstep with the rest of the market, and that makes them
good portfolio diversifiers.”

Yale University Endowment Chief Investment Officer David Swensen urges a real estate
allocation of 20% for investors, which could be accomplished through investment in REIT
stocks. This is a complete impossibility in the Thrift Savings Plan. While REITs and real estate
have performed well in recent years, the performance of REITSs and real estate over the longer
term is what makes the case and is the reason why well established retirement savings plans have
routinely made a significant allocation to commercial real estate investment. For the past 30
years, REITs have outperformed the Dow Jones Industrials, the NASDAQ Composite, and the
S & P 500. IBM, the sponsor of the largest private sector 401 (k) plan in the country, offers a
distinct REIT option for plan participants and told the Subcommittee last year that “we are
committed to REITs as a core asset class for defined contribution plans ... Their return,
volatility, diversification, dividend yield, and taxation characteristics make the case.” IBM is not
alone. Many large corporations offer distinct REIT options in their 401(k) plans, including
General Motors, Verizon, and Ford Motor Company.
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Congressional consideration of the addition of options to the Thrift Savings Plan is by no
means unprecedented. After sufficient Congressional consideration, Congress established the
first three funds to the Thrift Savings Plan when it created the board. In anticipation of the need
for more funds once the Board got up and running, the Joint Explanatory Statement of the
Committee of the Conference stated, “Should additional investment vehicles become desirable,
Congress can authorize them.” When crafting the enabling legislation for the Thrift Saving Plan,
according to the Conference Statement, Congress expressed concern about political manipulation
by the Board members — the kind of manipulation and lobbying that the Board has been engaging
in over the past several months. That is why Congress set up the structure of the funds to be
passively managed by the Board, as opposed to being actively managed. The only reference to
Congressional political manipulation in the Conference Statement was a concern about the
possibility of some sort of “raid” on the trust fund by Congress during budget cuts, not about
Congress selecting new index funds.

H.R. 1578 is simply about providing choice to Federal employees and giving them the
opportunity to diversify their portfolio. It is nothing more. It is Congress’ responsibility as
ultimate fiduciaries of the TSP to bring these opportunities within reach of every employee.
Adding options to the Thrift Savings Plan in an effort to enable proper diversification has been a
priority of the Subcommittee for the past couple of years. In July 21, 2004, then-Subcommittee
Chairman Jo Ann Davis sent a letter to the Executive Director of the Federal Retirement Thrift
Investment Board Gary Amelio requesting advice on potentially adding a REIT index option to
the Thrift Savings Plan. Amelio responded by briefing Subcommittee staff the next month. At
that briefing, Amelio expressed concern with the addition of a REIT index fund to the Thrift
Savings Plan at that time mostly because of the Board’s focus on rolling out lifecycle funds. He
did state, however, that if he were called upon to add another option to a retirement plan with the
same funds as those in the TSP, the first thing he would add would be a REIT Index Fund option.

After several months of correspondence between the Board, the Subcommittee, and
outside experts, the Board maintained their opposition to the addition of a REITSs index fund
since, according to the Board in January of last year, the “funds currently offered by the TSP are
sufficient for the construction of risk-optimized portfolios appropriate for TSP participants.”
This statement is clearly untrue. Simply ask some of the participants in the TSP, including some
of my colleagues up here on the dais who probably lost a lot of money in the TSP between 2000
and 2003 because there was no opportunity to sufficiently diversify their portfolio.

The problem is that the TSP managers are not asking plan participants for their opinion.
According to a 2005 GAO report, “TSP managers said that they have not surveyed participants
since the early 1990’s ” and GAO found that “because TSP relies on customer complaints as an
indicator of participant satisfaction, its managers do not have the information necessary to
determine the degree to which participants are satisfied with the services.” GAQ further found
that the “T'SP managers’ reliance on complaints does not take into account participants who are
dissatisfied and have not complained or do not know where to complain[.]” Participants are left
with the burdensome task of sending letters to the TSP managers themselves or the call center.
This GAO finding belies Executive Director Amelio’s claims at last year’s hearing that he gets a

great deal of feedback based on letters he received when the TSP suffered a significant record
keeping problem.
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GAO also found that the Employee Thrift Advisory Council is equally unhelpful in
assisting the TSP managers in understanding the needs and wants of plan participants. GAO
found that “while some ETAC representatives provide TSP managers with feedback on draft
TSP publications, legislative initiatives, and other issues, ETAC representatives do not
systematically solicit feedback from their constituents. Some ETAC representatives may receive
sporadic feedback from participants, but ETAC does not conduct surveys of plan participants.”
GAO concluded, therefore, that “the extent to which participants within the represented agencies
and employee organizations provide feedback to the ETAC representative is unclear.”

This ambiguity was demonstrated this past month when ETAC voted on a resolution
opposing the addition of a REIT index fund at the present time. According to a letter to the
Subcommittee from the Senior Executives Association, one of the ETAC members that the SEA
appointed to the Council at an ETAC meeting took a position not held by the SEA itself. Thus,
not only did that member not survey any members of the SEA, it took a position antithetical to
SEA policy. A further indication that ETAC was not acting in a full representative fashion
when it considered the resolution on the addition of a REIT index fund was demonstrated when
the Board’s Executive Director Gary Amelio, who is not an ETAC member, recommended
language to the Council that was ultimately adopted stating that the “development of a new fund
must come from an independent process developed by the Plan’s fiduciaries.” I mention the
problems with ETAC not to criticize the employee groups, who are doing what they can with a
broken process and who are forced to take action and make recommendations without the benefit
of good tools for gathering important information from the Federal employees they serve, Ido
join GAO with the criticism of ETAC being the primary tool to get supposed employee
feedback. It simply can’t do the job.

In its recommendations for executive action, GAO proposed that the Federal Retirement
Thrift Investment Board direct the Executive Director to “(1) develop a systematic effort to
assess TSP participants’ overall satisfaction with the services provided and (2) institutionalize
the routine collection of information and systematic assessment of industry trends and
innovations.” According to GAQ, “the Board disagreed with our recommendation regarding the
implementation of an evaluation effort to assess the level of customer satisfaction. . . . As we
state in our report, the private sector plan managers that we spoke with believe that direct,
ongoing participant feedback is needed to respond to the changing needs of plan participants.
Without obtaining more frequent feedback from participants, TSP managers cannot determine
what improvement would best satisfy participants’ needs.” Understanding what a Federal
employee really wants in the Thrift Savings Plan is clearly an issue with the Plan’s managers.

After hearing the Board’s concerns and discussing the bill with outside experts I, along
with Representative Chris Van Hollen and full committee Chairman Tom Davis, introduced H.R.
1578, a bill that now has 169 co-sponsors, ranging from House Minority Leader Nancy Pelosi to
House Majority Leader John Boehner. This is not a partisan bill, but rather a bi-partisan effort
that boasts 71 Democrats and 98 Republican cosponsors, all of whom want to provide Federal
employees with the opportunity to further diversify their portfolios. A week after introduction,
the Subcommittee held a broad-based hearing on the merits of adding a REITS index fund as an
option to the TSP.

At that hearing over a year ago, Executive Director Amelio told the Subcommittee that
“the Board members and [ have decided to engage a reputable investment consulting firm to
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assist in analyzing various investment-related plan issues,” including REITS, and he specifically
requested that “any consideration of legislation be delayed at least until after the appropriate
review by the plan’s fiduciaries.” However, the Board took no effort at that time to act on its
promise to the Subcommittee. A month after the hearing, in response to the Subcommittee’s
question for the record with regard to when the study of all possible additions to the TSP would
be made available, the Board made no time commitment and indicated that it would study the
options on its own timetable. In July, both the Senate and the House sent separate letters to the
Board requesting a written report on additional investment options to the TSP by January 1,
2006. The House letter emphasized the importance of a timely report so that it could act on the
Board’s recommendations this Congress. The Board responded to the letters in August stating
that it expected to select an investment consultant by September 2005. Although the Board
expressed no intention on meeting the Senate and House deadline of January 2006, it did not
indicate that the study would be completed after Congress adjourned sine die.

In January, the TSP Board’s staff told Government Reform Committee staff that it had
contracted with Ennis Knupp and Associates to conduct a four-part evaluation of the TSP and,
notwithstanding repeated Congressional requests that the study of additional options be
completed with sufficient time to consider legislation in the 109" Congress, the TSP staff
revealed that such study would be the fourth and final part of the contract and would probably
not be completed until after Congress adjourned sine die and possibly not until 2007. A March
2006 Government Executive article correctly characterized the Board’s action: “TSP
administrators already have voiced their discontent with the addition of a REIT fund, and have
stalled its progress by hiring an outside consultant who will review a range of possible funds by
the end of 2006.” At an April Board member meeting, Board Member Thomas Fink even
recognized that the decision to call in a consultant to review existing TSP funds and investment
policy probably created a perception on Capitol Hill that the board is stalling on legislation in
hopes that the REIT proposal will fade.

The Board’s unresponsiveness and stall tactics to delay the study of investment options to
the Thrift Savings Plan can no longer be tolerated. We cannot have another period, like we did
between 2000 and 2003, where Federal employees lost thousands of dollars. As the Federal
government seeks to modernize its recruitment and retention tools to keep pace with the private
sector, additional investment options are important in accomplishing this goal. According to the
Board’s own figures, the percentage of private companies offering five or less options, like the
TSP, dropped from 7% to 1% from 1999 to 2003. Conversely, the average number of
investment options available today in all private sector 401(k) plans is 18 and is 20 for private
sector 401(k) participants with 5,000 or more participants. As the number of investment options
rises, employees can diversify their assets and protect their investments from dramatic volatility
in the market.

This Subcommittee has been studying the addition of a REIT index fund option for
almost two years, including holding two Congressional hearings and engaging in numerous
discussions and correspondence with the Board and outside experts. Although it could have
been helpful to have had an additional study conducted by the Board’s consultant, the Board
does not see the TSP’s lack of diversification as a problem and has, therefore, not responded to
Congress’ expressed desire to expand options this Congress. Nonetheless, the Subcommittee’s
study of the addition of a REIT index fund to the TSP reveals that it is the next best option to the
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Thrift Savings Plan and would provide significant diversification benefits. Burton Malkiel, a
professor of economics at Princeton University, was recently quoted in Government Executive as
stating that “The Federal Thrift Savings Plan serves as an excellent model for well-designed
retirement plans . . . it could be improved, however, by including an additional class in the mix
of funds ~ real estate investment trusts.” 1, and at Jeast 169 other Congressional members, agree.

I thank our witnesses for being here, and I look forward to the discussion.

HAAHE
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Mr. PORTER. Noting that we do have a quorum present, I would
like to also introduce Ranking Minority Member Mr. Davis.

Mr. Davis or ILLINOIS. Thank you very much, Mr. Chairman,
and I want to thank you for agreeing to hold this second hearing
on the possible addition of a real estate investment [REIT] fund to
the Thrift Savings Plan [TSP]. As you know, last month, the Demo-
cratic members of the subcommittee requested that such a hearing
be held to discuss the merits of adding a REIT fund to the TSP and
to hear the views of the Employee Thrift Advisory Council [ETAC].
While I am pleased that this hearing is being held, I must admit
that I am indeed disappointed that only one of our witnesses,
ETAC Chairman Jim Sauber, was invited to testify and that the
scope of the hearing seems to center more on ETAC and the Thrift
Board’s decisionmaking process, rather than on why ETAC took the
extraordinary step of passing a resolution in opposition to H.R.
1578, the Real Estate Investment Thrift Savings Act.

To ensure that the members of the Thrift Board remain aware
of the interests and concerns of the Thrift Plan participants and
beneficiaries, ETAC was created in the TSP’s authorizing legisla-
tion. ETAC represents over 2.6 million Federal employees and re-
tirees, and several ETAC representatives have served on ETAC
since the TSP’s inception in 1986.

When a bill is opposed by the people it is supposed to benefit,
this subcommittee has an obligation to research the issue further.
Therefore, to gain a more comprehensive understanding of this
issue, I request that the written statements of Terrence Duffy,
chairman of the Board of the Chicago Mercantile and House need
to the TSP Board; Frank Cavanaugh, the first Executive Director
and CEO of the Board; and Mike Miles, an independent certified
financial planner licensee and registered employee benefits consult-
ant, be submitted for the record. And I ask consent to have these
items submitted.

Mr. PORTER. Without objection.

Mr. Davis oF ILLINOIS. Thank you very much, Mr. Chairman.

[The information referred to follows:]
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STATEMENT FOR THE RECORD BY THE HONORABLE TERRENCE DUFFY BEFORE
THE HOUSE SUBCOMMIMTTEE ON THE FEDERAL WORKFORCE AND AGENCY
ORGANIZATION
APRIL 26, 2006

Mr. Chairman and members of the Subcommittee, my name is
Terrence Duffy. Since June 20, 2003, I have served as a member
of the Federal Retirement Thrift Investment Board after having
been recommended for this position by the Speaker of the U.S.
House of Representatives. In this part-time role, I am one of
five Board members required by law to develop and establish the
investment policies of the Thrift Savings Plan (TSP) for Federal
employees. In my full-time job, I serve as Chairman of the
Board of the Chicago Mercantile Exchange. I welcome the oppor-
tunity to submit my statement for the record.

The purpose of this hearing is to discuss a legislative
initiative that would establish a Real Estate Investment Trust
(REIT) fund in the TSP. I and the five other TSP fiduciaries
(all Board members plus the Executive Director) oppose this leg-
islation.

In his January 18, 2005, letter to the Subcommittee, the
Executive Director provided a technical analysis demonstrating
that the proponents of the REIT fund had overstated the case
for such a fund. Additionally, in their testimony of April 19,
2005, the Executive Director and the Chairman of the Board ex-
plained why the proposed REIT fund would be the wrong fund at
the wrong time for the TSP. They also described the appropriate
process which fiduciaries should use to determine whether and
which investment options should be added or removed from a plan
like the TSP. I support what has been stated in this regard by
my fellow fiduciaries.

As one who has spent his entire professional career in the
private U.S. financial markets, my purpose today is twofold.
First, I would like to elaborate on the role of a fiduciary in a
plan like the TSP. Second, I would like to discuss my experi-
ence regarding what makes a plan like the TSP successful for its
participants.

Role of a Fiduciary

Fiduciary relationships require the highest duty of care
under law. In the case of the Thrift Investment Board, the ena-
bling legislation requires that Board members “establish” and
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“develop” TSP investment policies. 5 U.S.C. § 8472(f), 8475.

In discharging these responsibilities, we must act “solely in
the interest of plan participants and beneficiaries.” 5 U.S.C.
§§ 8472 and 8477. This requirement provides Federal employees
with the assurance that I and the other fiduciaries will perform
our duties as investment experts exclusively in their interests
as we make any and all decisions regarding TSP policies.

This arrangement is gquite unusual in the environment of
Washington, D.C., where elected leaders must daily make judg-
ments and identify compromises necessary to do the public’s
work. The difference is that in doing the public’s work, po-
litical leaders must balance the interests of various constitu-
encies in deciding how taxpayer resources will be deployed. The
TSP has no taxpayer resources; only participant funds. The
Board does not compromise with regard to participants’ interests
in its policy deliberations.

Board members are the primary actors in devising TSP poli-
cies, and are particularly suited to carry out these responsi-
bilities. In order to qualify for their positions, Board mem-
bers must “have substantial experience, training, and expertise
in the management of financial investments and pension benefit
plans.” 1Id. § 8472(d). Each of the members serving on the
Board must satisfy this standard, be nominated by the President,
and confirmed in the position by the U.S. Senate.

I have learned that throughout its 20-year existence, the
Board has competently discharged its investment policy responsi-
bilities. Between 1987 and 1991, the Board developed policies
regarding the initial three funds. Between 1992 and 1995, the
Board developed investment policy requiring the addition of two
new funds and proposed authorizing legislation to Congress.
Congress approved the legislation and, in 2001, the Board estab-
lished the Small Capitalization Stock Index Investment Fund and
the International Stock Index Investment Fund.

Since my arrival in 2003, the Board determined that the
Thrift Savings Plan should offer asset allocation models. It
developed an investment policy that provided for five additional
models. These “lifecycle” models were established in August
2005, and have already attracted more than $10 billion or five
percent of TSP fund totals.
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Thus, investment policy establishment and development have
been and remain ongoing core requirements for the Board members.
Our future plans in this regard were detailed in the August 11,
2005, letter signed by all six fiduciaries and sent to all eight
Congressional committee and Subcommittee leaders.

Elements of Success

In my view, the TSP has been extraordinarily successful be-
cause of its simplicity. I am aware of no other large plan that
can point to the high voluntary participation rate of 86 percent
and the low cost of five basis points {(or one-twentieth of one
percent) for participants in 2005. The basis of our success is
no secret. It was clearly articulated by Jane Bryant Quinn on
August 19, 2002, when Newsweek magazine carried her cover story
entitled “5 Ways to Fix the 401(k).”

Ms. Quinn’'s first example of how to fix 401(k) plans was to
cite the TSP and its limited choice of broad-based funds. 1In
Ms. Quinn’'s estimation, it provides “a perfect 401(k).” She
goes on to say the TSP’s “plain vanilla approach saves you from
cbsessing over six different growth funds.”

Her mantra is echoed and enlarged upon by CNBC’'s Mad Money
guru James J. Cramer in his November 29, 2004, article in New
York Magazine. According to Mr. Cramer,

...there is, ironically, one way in which
we could cut the costs, keep fees low, of-
fer strict diversification, and make sure
that nobody gets ripped off: Do it the
federal way. That’s right -- the much-
maligned federal government, which admin-
isters the Thrift Savings Plan for all
federal employees. The plan strikes a
perfect balance of choice with responsible
investing. 1It’s a simple menu of diversi-
fied stocks, fixed-income investments,
government bonds, and international equi-
ties. The TSP doesn’t let individuals
screw it up with reckless speculation or
let Wall Street jam individuals with high
fees and crummy mutual-fund offerings.
It’s a better program than just about any
401 (k) offering out there.
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Of course, the TSP doesn’t enrich the big bro-
kerage firms, and it doesn’t allow you to shoot
the lights out.

Both Quinn and Cramer are sharp-eyed observers of the fi-
nancial world, and I agree with them. In my full-time position,
we offer a fast-paced marketplace for sophisticated investors
with an interest in complex financial transactions. However,
these are not the elements for success in the 401(k) world.

Rather, the recent interest in legislation to provide in-
vestment advice to 401(k) participants shows that even the Con-
gress has recognized that the mix and complexity of investment
options in many 401(k) plans has already outpaced the ability of
participants to make their retirement investment choices with
confidence. Apparently, existing 401(k) education efforts are
not generally up to the task of educating participants about how
to successfully fold multiple instruments, including a separate
REIT fund, into their retirement portfolios.

This may explain the absence of a strong appetite for REIT
funds in retirement plans where they are already available.
Three recent published surveys have shown that REIT funds are
not widely embraced by private sector 401(k) plans or their par-
ticipants. Depending on the survey examined, a REIT option is
only available in 10%, 13%, or 15.6 percent’ of the plans sur-
veyed. Perhaps more importantly, in plans where they are of-
fered, these REIT funds have attracted very small amounts of
participant investment: one-half®, one® and two percent®, respec-
tively.’

As a professional in the business and financial world,
1 have no reason to believe that Federal employees would behave
any differently than their private sector counterparts if a REIT
fund were offered in the TSP. Participation would be consistent
with the very low rates shown in the surveys. More importantly,

' 2005 Trends and Experience in 401 (k) Plans, Hewitt Associates, p. 39.

? IOMA’s Annual Defined Contribution Survey, 2004, Institute of Management and

Administration, p. 89 (Figure 11-6).

3 48" Annual Survey of Profit Sharing and 401 (k) Plans, Reflecting 2004 Plan

Experience, Profit Sharing/401(k) Council of America, p. 28 (Table 44).

¢ 28" annual Survey, p. 31 (Table 49)

IOMA’s Survey, p. 90 (Figure 11-7).

Hewitt Survey, p. 41.

In its submission of May 13, 2005, to the Subcommittee, NAREIT cites unpub-

lished results of one survey. However, even this special analysis of unpub-

lished survey data places the allocation at only 3.6 percent of plan assets.
- 4 -

5
&
7



17

a REIT fund would be inconsistent with the otherwise broad-based
portfolio of TSP funds. Since our broad-based funds already in-
clude REIT securities, the legislation would create overlapping
TSP choices for the first time. In my estimation, this would
unnecessarily complicate the plan, create confusion, and under-
mine the simplicity of the TSP. None of these potential out-
comes would enhance investor confidence or voluntary participa-
tion.

I stand with the other Board members and the Executive Di-
rector in pledging our intention to continue considering all op-
portunities to further improve the TSP. After we complete the
process of competing the investment management contracts for our
four existing index funds, we will have our investment consult-
ant review the universe of potential investment options and plan
features to help us begin to prepare for consideration of future
improvements. This is the correct approach for the financial
professionals with a fiduciary duty to the 3.6 million public
servants, uniformed service members, and retirees who depend on
the TSP for their retirement security.
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Statement by Francis X. Cavanaugh
Before the Subcommittee on Federal Workforce and Agency Organization
Committee on Government Reform
U.S. House of Representatives
April 26, 2006

Mr. Chairman and Members of the Subcommittee:

Thank you for this opportunity to comment on H.R. 1578, a bill to provide a real estate
stock index investment option under the Thrift Savings Plan (TSP) for Federal employees. 1
strongly oppose the bill, for reasons that I detail below.

1 am a public finance consultant, but I have no client with an interest in this bill. speak
only for myself as a current retired participant in the TSP and as the first Executive Director and
CEO (1986-1994) of the Federal Retirement Thrift Investment Board (Board), the agency that
administers the TSP. Before becoming the Board’s Executive Director, I was an economist and the
senior career executive at the U.S. Treasury Department advising on Federal borrowing, lending,
and investment policies.

The Great Experiment: A “Businesslike” Government Agency, When we set up the
TSP in 1986, I received many inquiries from Federal employees who were reluctant to commit
their retirement savings to the plan because of concerns that the management of their funds might
be subject to political influences. I assured them that this could never happen; Congress had anti-
cipated their concerns and protected them from political influence. In the Federal Employees’ Re-
tirement System Act of 1986 (FERSA), as amended, ail TSP stock funds are required to be broad-
based index funds that do not favor any particular industry. FERSA also ensured that there would
be no White House interference in the TSP by exempting it from OMB budget/appropriations and
regulatory controls. Such an extraordinary exemption was appropriate because the funds in the
Thrift Savings Fund are not owned by the government. Unlike the Social Security trust funds, for
example, the Thrift Savings Fund is owned entirely by the individual TSP participants. FERSA
also took the rare step of authorizing a permanent indefinite appropriation (like the appropriation
for interest on the public debt) for Board expenditures from the Thrift Savings Fund, so the Board
would never have to go to Congress for spending authority. Thus, Congress deliberately insulated
the Board from Congress itself, and insulated Congress from the lobbying of special interests. The
following statements from the conference report on FERSA made clear the intent of Congress:

A great deal of concern was raised about the possibility of political manipulation of
large pools of thrift plan money. [FERSA] was designed to preclude that possibil-
ity.
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Concerns over the specter of political involvement in the thrift plan management
seem to focus on two distinct issues. One, the Board, composed of Presidential
appointees, could be susceptible to pressure from an Administration. Two, the
Congress might be tempted to use the large pool of thrift money for political
purposes. Neither case would be likely to occur given present legal and constitu-
tional restraints.

The employee owns [the money in the TSP] and it cannot be tampered with by any
entity[,] including Congress.

H.R. Conf. Rep. 99-606, at 136-37 (1986), reprinted in 1986 U.S.C.C.AN. 1508, 1519-20.

Congress created such a uniquely independent Federal agency because of the concern that,
without insulation from politics, Federal employees would not voluntarily contribute their long-
term retirement savings to the TSP. Because of that commitment by Congress, the TSP has be-
come “strictly business” and the most successful 401(k)-type plan in the nation. Without that com-
mitment, I would never have taken the job of Executive Director, because I knew from over thirty
years of government experience that the mandate in FERSA to act “solely in the interests of the
participants and beneficiaries” of the TSP could never be achieved otherwise.

Special Interest Pressures. But the FERSA ink was barely dry before the special interests
descended on me for special treatment. The housing lobby came first. Their arguments were much
more powerful than the case now being made for an REIT fund. Fannie Mae, Freddie Mac, and
various realtor and other housing interests demanded that the TSP invest in housing-related
securities, They said that if 1 did not agree, they would get Congress to make me do it. I turned
them down, and then your predecessor, the Civil Service Committee, turned them down. Now,
after nearly twenty years of unprecedented success as the only Executive Branch agency statutorily
insulated from political pressures, I regret to find that your subcommittee is giving serious
consideration to legislation that would single out a portion of the real estate industry for special
treatment — requiring the Board to establish a special fund to invest solely in real estate stock.
Enactment of this legislation would inevitably lead to a procession of other special interest groups
demanding equal treatment.

The Board has opposed the enactment of H.R. 1578 at this time, but promised to reconsider
it after further study of other potential investments. Idisagree. No study could possibly justify
such a fundamental departure from the original intent of Congress to insulate the TSP from
politics. This legislation should be defeated once and for all, thus sending a message to other
lobbyists that they would be wasting their time trying to bend the TSP in their direction. Also,
from a management standpoint, it would be a recipe for failure to require the Board to do some-
thing it obviously is not prepared to do and does not want to do.
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Participant Rights. Congress can of course change its mind and enact HR. 1578, But
where does that leave the participants and beneficiaries of the TSP? They committed their retire-
ment savings after having been assured that the TSP would be insulated from politics. If the
Congress now reneges on its commitment, will the participants be permitted to withdraw their
funds without penalty? In any event, a public debate over the political and equity considerations
of such a switch could be devastating for the TSP. Given the current public disgust with lob-
byists and “business-as-usual” in Washington, this is hardly the time to politicize the only Fed-
eral agency that is not politicized. The Board fiduciaries should keep the TSP participants fully
informed of the progress of H.R. 1578 in Congress and the fact that its enactment would raise
serious questions about the independence of the Board and its insulation from politics.

Individual TSP participants might well say they would be happy to have more investment
options, whatever they may be, including REITs. But Congress in its wisdom established in
FERSA the Employee Thrift Advisory Council (ETAC) to speak for Federal employees. ETAC
is made up of representatives of fifteen major unions and other Federal employee organizations
that are highly sophisticated in the ways of Washington. ETAC opposes H.R 1578,

Some argue that REITs would be a good TSP investment because they have been profit-
able in the extraordinary real estate boom over the past few years. It clearly would be irresponsi-
ble to enact legislation on the basis of the latest market favorite — has Congress already forgotten
the “dot-coms™? In fact, the “hot investment” now is gold, which has been selling recently at the
highest prices in 23 years — in part because the market is expecting higher interest rates, the big-
gest killer of the real estate market. REITS might get a short-term boost from “bragging” that
they were the only specific-industry investment available to TSP participants. But that boost
would benefit existing owners of REITs, not TSP participants, who might actually suffer a loss as
the market settles down.

Second-Guessing the Market. Since we obviously do not know more than the market,
we should let the market determine the value of REITs and their weight in the broad stock market
indexes. The TSP’s S&P 500 and Wilshire 4500 funds already include REITS, and the TSP
should continue to benefit from the market’s judgment as to their relative merits. The genius of
FERSA is that it avoids the problem of having the government making market judgments.

Yet the REIT proposal would require the FRTIB, as well as Congress, to make market
Jjudgments beyond the scope of the Board’s present mission:

—How should the FRTIB present an REIT fund to the 3.5 million TSP participants, in
keeping with its fiduciary requirement not to give investment advice, but to present in plain
English all significant pros and cons of investing in REITs? Should the Board be expected to be
fully responsive to the advice of the REIT industry, which has an obvious conflict of interest and
would surely complain to Congress if it felt the Board were not being sufficiently positive in
presenting its product? Should the Board be expected to pay whatever it takes to get the best
advice from disinterested market experts?
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— What if there should be an REIT scandal about improper accounting practices, tax eva-
sion, misrepresentation, failure to disclose, etc. Should the Board keep participants informed of
such developments? Should the Board’s REIT fund stop taking contributions? Would legisla-
tion be necessary? Should the fund be restructured or eliminated?

— How should TSP participants be made aware of significant economic, structural, or
administrative changes in the REIT market? Should the Board monitor such developments or
rely on the services of outside experts?

- How should the Board make judgments as to the merits of the inevitable demands by
other industry groups for equal treatment? How would Congress deal with such demands?

— How would Congress deal with demands for new TSP or restructured index funds for
“socially desirable” or “environmentally friendly” investments, or demands to eliminate funds
that include “bad” companies, or industries that have discriminatory personnel practices, that
pollute, or that produce, say, tobacco, or other “offensive” products? These demands will be the
inevitable consequences of creating an REIT fund.

— If the TSP is to be transformed into a Federal program agency that could reallocate a
substantial portion of the TSP’s $180 billion of investments, should such market judgments be
made by the TSP, or by the Treasury Department, or by some other agency better equipped to
deal with the political, economic, and financial market issues? Similarly, should the House
Committee on Government Reform have total responsibility for such an expanded TSP, or
should the new program, economic, and financial market issues be handled by other committees
of Congress with the appropriate jurisdictions?

The FRTIB clearly does not have the resources to deal with the above questions or to
manage outside experts. The Board fiduciaries cannot simply say, “This is what the market ex-
perts told us to do.” Would Congress authorize substantial increases in the pay of Board staff, in
line with the pay of the top career staff at the Federal Reserve Board or other Federal financial
agencies? Should the Board contract with Wall Street and other experts at perhaps several times
the salaries now authorized for Board staff? In any event, the Executive Director would have to
be personally on top of these very political matters, to the detriment of his primary responsibili-
ties for the efficient management of the Board and the TSP.

In summary, H.R. 1578 is a bill that would undermine TSP participants’ confidence in the
independence of the Board from political influence, while making it the brass ring for every spe-
cial interest group in the Washington merry-go-round. The bill is opposed by the Board - which
is required to act solely in the interest of TSP participants — and by the ETAC, the participants’
statutory representatives. For the REIT lobby, however, H.R. 1578 is plainly the pot of gold at
the end of the rainbow. 1 strongly oppose it.

I request that this statement be included in the Hearing record.
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STATEMENT OF MICHAEL S. MILES
PRINCIPAL ADVISOR, TURNKEY FINANCIAL SERVICES

Before the

U.S. HOUSE OF REPRESENTATIVES
COMMITTEE ON GOVERNMENT REFORM
SUBCOMMITTEE ON FEDERAL WORKFORCE AND AGAENCY
ORGANIZATION

April 26, 2006

I am an independent Certified Financial Planner® licensee, Registered Employee
Benefits Consultant and Registered Investment Adviser who specializes in retirement
planning for federal employees and annuitants. I am compensated for the investment
advice 1 provide to clients by fees alone and 1 have no conflict with the interests of
federal Thrift Savings Plan (TSP) participants regarding investment selection, strategy or
management. I hold a Bachelor of Science degree from Virginia Tech and a Master of
Business Administration from George Mason University. I have provided investment
research analysis and advice to federal workforce clients on a daily basis for
approximately 10 years. T provide financial planning benefits to members of the Senior
Executives Association, write a regular column on TSP investing in the Federal Times
newspaper and respond to questions concerning investment strategy and other financial
matters submitted through the Ask the Experts forum at FederalTimes.com. I have
devoted many thousands of hours to the practice and study of investment strategy and
management during my professional career and have been engaged to provide
educational seminars for federal employees and annuitants on numerous occasions.

Executive summary

The proposal currently pending to add a Real Estate Investment Trust (REIT) index fund
alternative to the TSP is a misguided effort that is unlikely to substantially further the
interests of TSP participants, and should be abandoned in favor of more productive
efforts. Further, the proposal, if implemented, will likely add unneeded complexity, cost
and risk to the plan, which will ultimately threaten the interests of participants.

The rationale being provided for the proposal is based primarily on rhetoric provided by
promoters of REIT investment, including the National Association of Real Estate
Investment Trusts, REIT producers, brokers and others with financial interests in the
promotion of real estate investment.

The potential diversification benefits to TSP account holders has been overstated, the
expectations for returns inflated and the benchmark for quality in plan design
misidentified.
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The timing of this proposal could hardly be more suspect. It is no coincidence that REIT
investment is being heavily promoted on the heels of a period historically strong
performance, and that REITS were virtually unknown to the investing public ten years
ago before they started their upward surge. This scenario looks strikingly similar to that
of technology stocks in the late 1990s, when investors were encouraged to continue
buying far bevond the point of reason.

This proposal should be rejected and the fiduciaries who manage the TSP should be
allowed to focus their efforts on more productive improvements to the plan,
improvements that will be more likely to help participants to realize an increased
standard of living in retirement.

Background

As an independent, practicing financial planner with a fiduciary obligation to my clients,
most of whom are participants in or beneficiaries of the TSP, I would like to comment on
the pending proposal to modify the plan by adding a REIT index fund to the available
investment options currently offered to plan participants.

first learned of this proposal through media coverage in the Spring of 2005 and was
immediately concerned that it might not be in the best interests of my clients and other
TSP participants. Several years earlier, in 1999, and then again in 2001, I had thoroughly
researched and analyzed the idea of including REITSs as a separate investment asset class
in the asset allocation models I use in my practice. In both instances I had concluded that,
while there might be some long-term investment performance benefits, these benefits,
were likely to be marginal and not worth the added complexity and cost they would bring
to my clients. Subsequent visits to the issue have confirmed this finding.

It is important to note that I do not sell investinent securities or receive compensation for
mty investment advice from any source other than my clients. [ accept responsibility as a
fiduciary in my client engagements and offer my advice without hidden agenda or
conflict with their interests. In short, T have no reason to favor or oppose the proposal
other than my assessment of its value to plan participants. In furthering my clients’
interests, I must often weigh the potential benefits of a tactic or strategy against its costs.
There are simply too many options to consider using them all, or even a modest fraction
of what is available. My decision to forego the use of a separate asset class was the result
of such comparison. Sensitivity analysis using reasonable estimates of the risk and return
characteristics of REITSs, demonstrated that the potential benefits of adding them as a
separate asset class did not justify the costs.

My research and analysis, which has relied primarily on mean-variance optimization and
Monte Carlo simulation, as well as practical thinking, has fed me to use asset allocation
models for my clients that rely on seven equity asset sub-classes and five fixed income
asset sub-classes arranged into seven model portfolios. These model postfolios, or asset
allocations, span a range of investment risk from conservative to aggressive and have
been designed to produce the maximum expected rate of return reasonably possible at
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each risk level, I, and my clients, have repeatedly reviewed and scrutinized these models
over the years and I am confident that they are efficient by any reasonable standard ~
meaning that they produce relatively high levels of expected risk-adjusted returns, after
expenses and taxes.

1 was quite pleased to learn that the § and I funds would be added to the TSP, because at
that point, my model portfolios could be closely replicated in the TSP and the TSP would
offer everything that an investor needed to implement an effective, even world-class,
retirement investment program. I am on record, and was so before I learned of the REIT
proposal, with my opinion that the TSP is the best employer-sponsored retirement plan of
its type (self-directed, defined contribution plan) in the country.

The TSP’s low costs, simplicity, market coverage and efficient design enable participants
to put together portfolios that produce expected risk-adjusted returns superior to those
available from other similar plans available to employees in U.S. Repeated analysis, both
theoretical and in real world planning situations, has proven that the investment tools
available in the TSP are sufficient to produce nearly optimal expected performance. Any
shortcomings are not only insignificant, but are dominated by performance factor's not
related to a lack of investment options.

Factors stemming from participant behavior, including participation and contribution
rates, asset allocation decisions, loan utilization and withdrawal size and timing figure
much more prominently than the availability of additional investment aiternatives in
determining the benefit derived from TSP participation. I generally define “benefit” as it
applies to TSP participation, as an account’s ability to ultimately support a stream of
withdrawals producing after-tax retirement income for its owner. In practice, things like
rates of return, diversification and risk are only important to participants to the extent that
they help to determine the lifestyle the participant will experience in retirement. Most
participants, in my experience, are seeking to maximize the stream of regular withdrawals
that can be derived from their retirement savings, without incurring an unacceptable risk
of failure. It is with this goal in mind that I offer the following comments.

T am aware of a number of assertions that have been presented by the sponsors of the
REIT fund proposal, and by outside observers, including some plan participants, in
support of the proposal. Some of these assertions are reasonable and relevant, and some
are, in my opinion, either misguided or misleading. This rationale in favor of the proposal
seems to fall into three categories:

I. AREIT fund will enable participants to improve portfolio diversification
2. A REIT fund will enable participants to improve investment returns
3. Other large employers offer a REIT fund, and so should the TSP

I will address each of these assertions in turn:
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Diversification

A REIT fund will enable participants to improve portfolio diversification, but it will not
ensure this result. In fact, if misused, adding a REIT fund to the mix will actually
increase portfolio concentration and, correspondingly, the variability of real returns.
Enabling participants to invest their funds in any subset of a broader market carries with
it the real risk of misuse or abuse. Singling out real estate is no different than choosing to
create an internet, precious metals, healthcare or other industry fund. The markets can be
increasingly subdivided inte smaller and smaller entities until the level of individual
securities — stocks or bonds, for example — is reached. Suggesting that dividing the
existing market-based funds into smaller components will lead to improved
diversification ignores the counter-productive, speculative behavior patterns so frequently
exhibited by amateur investors (and many professionals). These patterns of behavior
include “chasing” returns, or over-concentrating investments in securities that have
peiformed well recently — a strategy that reduces diversification. If history is an indicator,
investors are likely to be the victims, rather than the beneficiaries, of increased portfolio
concentration if a REIT fund is added.

Further, while REIT performance is not always highly correlated with that of certain
other TSP funds, it is more strongly correlated with others. T am concerned that investors
may, based on some of the statements being made in the media, overestimate the
diversification benefits offered by a REIT allocation in an otherwise well-diversified TSP
portfolio.

One of the problems with estimating diversification benefits is that the estimates depend
heavily on the time periods considered. It is generally true that more reliable estimates
are derived from, and applied to, longer time periods. Much of what I have seen written
about REIT performance is based on data for fewer than the thirty most recent years. I am
very uncomfortable using so little data, particularly when subject to strong selection bias,
in formulating my expectations for future behavior.

Using the most reliable long-term data available indicates that an index representing all
REITS will be modestly correlated with growth stocks, but fairly highly correlated with
value stocks, particularly with small- and mid- cap value stocks like those represented by
the S Fund. In fact, the G and F Funds are less correlated with the C, S and I funds, and
offer better portfolio risk reduction potential than would a broad REIT index fund. TSP
investors seeking risk mitigation already have superior tools at their disposal in the
existing five funds.

Returns

Adding a REIT fund, if used by investors, will only reduce expected returns for all but
the most conservative investors. Based on my experiences with clients and with those
who read my column in the Federal Times and choose to respond, I feel safe in saying
that the most enticing aspect of the REIT proposal, and probably the only reason that it is
being fielded and seriously considered, is the assertion or belief that such a fund will
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offer superior returns to investors, compared to the existing five funds. This is
particularly troubling to me, since it is evidence of one of the most pervasive
misunderstandings about investment returns. In spite of the fact that every investment
advertisement and prospectus that discusses returns must carry a disclaimer that clearly
states that past performance is no guarantee of future results, promoters regularly
encourage investors to act based on past performance — usually recent past performance,

What matters most to most TSP participants is what will happen to their accounts over
the coming twenty, thirty, forty years, or more, not what happened over the last five, or
the coming five years. At least, this is true for anyone who should be considering a risky
investment.

Consider if you will, five people sitting in a row. Each person is flipping a fair coin — fair
in the sense that each flip has an equal chance of coming up heads or tails. You watch
and record the results as each person flips their coin ten times. In reviewing the results, so
far, you notice that one person — flipper number three — has flipped seven heads in a row.
Now, you learn that each person will flip their coin 990 more times. What do you expect
from each flipper? The fact is that the more times the coins are flipped, the more likely it
is that the number of heads and tails flipped will be equal. This is the law of large
mumbers. Larger samples from a population will tend to reflect the true nature of the
population than will smaller samples. In other words, if you play the game long enough,
the odds will catch up with you,

1've seen assertions concerning the REIT proposal that investors should expect rates of
return superior to those for traditional corporate stocks — as high as 20.7% per year, on
average. This is securities salesmanship at its worst and would be considered a violation
of ethics and professional conduct standards if used as part of an actual investment sales
presentation. Even mentioning the three, five or ten year track record for REITs in this
context is patently misleading to long-term investors.

As discussed above, smaller samples often misrepresent the true nature of things, and this
case is no exception. In this case, the fact that REIT returns have been so strong over the
past five to ten years renders even the twenty or thirty year historical data suspect at best,
useless at worst. Think back to what the latter half of the 1990s did to stock return
historical data. The bubble in stocks skewed even fairly long term data upward
dramatically. Investors (and more likely investment sellers) too frequently set
expectations for future performance based on five, ten or twenty year data that were
inflated by the most recent anomalous behavior of the markets. Once the bubble burst,
however, the end-point of the historical growth curve was lowered just as dramatically as
it had risen and the resulting historical performance deflated in turn. What's important to
know about this phenomenon is that its effects are reduced as the amount of historical
data increase. A short-term bubble will barely affect a one hundred year average rate of
return.

Looking at real estate returns back to the fate 1920s or early 1930s produces an annual
compound growth rate of closer to 8% or 9% per year'. This is significantly lower than
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the corresponding long-term rates of return for the asset classes represented by the C, S
and I Funds. To the extent that an investor replaces shares of these funds with shares of a
REIT fund, the expected return of their portfolio will be reduced.

Competitive Position

Adding a REIT fund will weaken the quality of the TSP compared to its private sector
peers. The quality of a retirement savings plan is not measured by the number of
investment choices it offers. In my experience, the opposite is true. Most private sector
plans I have encountered offer far more choice than their participants need or can
manage. The fund choices are often redundant, confusing and expensive, and lead
investors to mismanage their accounts by failing to effectively diversify their portfolios.
It is not uncommon to find a private sector 401k participant invested in ten or more
funds, while unwittingly investing in only two or three asset classes among them.
Owning five, fifty or five hundred large cap stock funds does produce a well-diversified
portfolio.

In addition the costs borne by participants in private sector plans are always, in my
experience, higher than those borne by TSP participants. This is important because cost is
the primary determiner of expected relative investment return, All other things being
equal, of two similar funds with similar objectives, the fund with the lowest cost will
have the higher expected rate of return, This is a result of the law of large numbers,
which, in this case, dictates that the longer an investment is exposed to a given market,
the closer its return will be to the true return for that market. So, both funds have the
same gross expected return — that of the market in which they are invested. But, the
investor will only receive the gross return less the expenses assessed by the fund, giving
the advantage to the lower cost fund. Since the TSP assesses lower expenses than any of
its peers, it provides its participants with superior expected returns. The TSP’s five
current funds offer market coverage that is as complete, if not more complete, than the
majority of its private sector peers. Adding additional funds will bring little, if any real
benefit to participants, and doing so will likely increase costs, confusion and misuse to
the detriment of participant interests.

Conclusions

The proposal to add a REIT index fund alternative to the TSP is based, in large part, on
misunderstood or misleading information. The proposal is unlikely to significantly
improve the benefits derived by TSP participants and threatens to seriously undermine
their interests,

In spite of the rhetoric supporting the proposal, its potential diversification benefits are
marginal, at best, and in practice may be non-existent for the vast majority of
participants. While REITS have offered attractive returns during recent history, the most
reliable estimates of future REIT performance, those based on the longest relevant data
sets available, suggest that investors should expect lower returns from REITS than from
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the C, F or I funds in the future. The TSP, in its current form, is superior to its private
sector counterparts. Seeking to emulate these plans will only degrade the quality of the
plan at the expense of its participants. If anything, the TSP should be held out as a model
to which private sector plans should aspire. The quality of a retirement savings plan lies
not in how it locks, but in what it does for participants — producing income streams in
retirement.

Far more critical to serving the interests of TSP participants than the addition of a REIT
fund is their behavior. T am reasonably certain that the addition of a new fund to the TSP
will have no noficeable effect on the lifestyle of my clients in retirement, but their
behavior will, The data covering TSP participation, and particularly account
management, indicates that there is much room for improvement in the way eligible
employees use the plan. More employees could participate. More money could be
contributed. Accounts could be far better managed. I work with some of the most highly
educated, accomplished and paid employees in the federal government, and I can
honestly say that few, if any of them, are capable of, or willing and ready to effectively
manage their TSP accounts.

Additional participant education and resources, an opt-out feature, expanded post-
retirement withdrawal flexibility, or other modifications designed to positively influence
participant behavior would produce greater benefit to participants than the addition of any
new fund. The primary objective of any prudent investment manager — in this case any
TSP investor — is to avoid catastrophic mistakes, The TSP’s simplicity and efficient
design eliminate much of this risk. Education and carefully designed features and rules
can eliminate the rest. Adding a REIT fund, along with its unnecessary complexity, cost
and increased opportunity to speculate will only produce additional risk, and ultimately
hurt the interests of participants.

It is impossible for me to avoid comparison between the real estate markets during the
past five years and the stock markets during the last five years of the 1990s. In 1998 and
1999, my clients’ inquiries about getting into tech stocks before they missed the boat
incieased steadily to the point of being intolerable. Many investors started to feel guilty
or embarrassed for being cautious. They were being bombarded by advertising messages
encouraging them to jump on the band wagon. Experts on every corner justified the
situation and said or did anything to convince investors that the party could go on forever.
Opportunists came out of the woodwork, using examples of the recent past performance
to sell investments with the promise of continving future results. In the end, many of
these opportunists were finding the proverbial “suckers” who would buy their stocks, or
the stocks of their clients, at the top of the market and pay them their profits. Many of
those same buyers later again made a decision based on recent history and sold those
same shares at a loss after two or three years of negative returns. This pattern of buying
after prices have risen and selling after they’ve fallen, buying high and selling low, is all
too common among amateur investors and is often driven by the efforts of investment
promoters. On behalf of TSP participants, I urge you reject this proposal and allow those
with the best interests of the plan investors foremost in mind, the TSP’s directors and
managers to focus on more productive efforts.

7

' A Perspective on Long-Term Real Estate Returns: United States, Brandes Investment Partners, April 2004
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Mr. DAvis OF ILLINOIS. Given the scope of the hearing and the
markup to follow, the key questions that need to be addressed are:
Why REITs? And why now? Why isn’t the subcommittee consider-
ing emerging market bonds or Treasury inflated protected securi-
ties or emerging market stocks? And why is the subcommittee mov-
ing forward before a comprehensive study of the universe of options
can be completed? A study of investment choices will include an ex-
amination of the costs to participants, costs to the TSP, the scale
at which the TSP would be able to enter the market without pay-
ing a premium, participant demand, overlapping funds, and wheth-
er or not any of those choices complement the existing investment
options. This is municipality information, not only for us but for
the Board and ETAC to know and understand, as we make deci-
sions that will impact Federal employees’ retirement savings.

I am also concerned about a pattern of investment behavior
known as “chasing returns.” I understand that this occurs when in-
dividuals over-concentrate investments in securities that perform
well just prior to their investing in them. These investors run the
risk of purchasing stocks that may be overvalued and are due for
a correction. It is important to understand how chasing returns fits
into the investment equation for Federal employees.

Experts estimate that retirees will need about 70 percent of their
pre-retirement income, 90 percent or more for lower-income earn-
ers, to maintain their pre-retirement standard of living. That
makes the consideration of a fund a very serious matter. One only
has to look at the example of Enron, whose employees were allowed
and encouraged by company executives to invest in Enron stock, to
see what can happen when retirement programs are not adminis-
tered solely in the interests of plan participants.

The TSP has an exemplary record. Let’s continue that tradition.
I look forward to hearing from today’s witnesses, and I still think,
Mr. Chairman, that we need to have all of the information that we
can garner before making a final decision.

Again, I thank you for holding this hearing and yield back the
balance of my time.

[The prepared statement of Hon. Danny K. Davis follows:]
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Chairman Porter, thank for agreeing to hold this second hearing on the possible addition of a real
estate investment (REIT) fund to the Thrift Savings Plan (TSP). As you know, last month, the
Democratic members of the Subcommittee requested that such a hearing be held to discuss the merits of
adding a REIT fund to the TSP and to hear the views of the Employee Thrift Advisory Council (ETAC).
While I am pleased that this hearing is being held, I am very disappointed that only one of our witnesses,
ETAC Chairman Jim Sauber, was invited to testify and that the scope of the hearing seems to center more
on ETAC and the Thrift Board’s decision-making process, rather than on why ETAC took the
extraordinary step of passing a resolution in opposition to H.R. 1578, the “Real Estate Investment Thrift
Savings Act.”

To ensure that the members of the Thrift Board remain aware of the interests and concerns of the
Thrift Plan participants and beneficiaries, ETAC was created in the TSP’s authorizing legislation. ETAC
represents over 2.6 million federal employees and retirees, and several ETAC representatives have served
on ETAC since the TSP’s inception in 1986.

When a bill is opposed by the people it is supposed to benefit, this Subcommittee has an
obligation to research the issue further. Therefore, to gain a more comprehensive understanding of this
issue, I request that the written statements of Terrence Duffy, Chairman of the Board of the Chicago
Mercantile and House nominee to the TSP Board; Frank Cavanaugh, the first Executive Director and
CEO of the Board; and Mike Miles, an independent Certified Financial Planner licensee and registered
Employee Benefits Consultant be submitted for the record.

Given the scope of the hearing and the markup to follow, the key questions that need to be
addressed now are: “Why REITs?” and “Why Now?” Why isn’t the Subcommittee considering
Emerging Market Bonds or Treasury Inflated Protected Securities or Emerging Market Stocks? And why
is the Subcommittee moving forward before a comprehensive study of the universe of options can be
completed? A study of investment choices will include an examination of the costs to participants, costs
to the TSP, the scale at which the TSP would be able to enter the market without paying a premium,
participant demand, overlapping funds, and whether or not any of those choices complement the existing
investment options. This is important information, for not only us, but for the Board and ETAC to know
and understand, as we make decisions that will impact federal employees’ retirement savings.

T am also concerned about a pattern of investor behavior known as “chasing returns.” I understand
that this occurs when individuals over-concentrate investments in securities that perform well just prior to
their investing in them. These investors run the risk of purchasing stocks that may be overvalued and are
due for a correction. It is important to understand how “chasing returns” fits in to the investment equation
for federal employees.

Experts estimate that retirees will need about 70% of their pre-retirement income — 90% or more
for lower income earners — to maintain their pre-retirement standard of living. That makes the
consideration of a fund a very serious matter. One only has to ook at the example of Enron,
whose employees were allowed and encouraged by company executives to invest in Enron stock, to see
what can happen when retirement programs are not administered solely in the interests of plan
participants.

The TSP has an exemplary record, let’s continue that tradition. I look forward to hearing from
today’s witnesses.

Thank you.
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Mr. PORTER. Thank you, Mr. Davis.

Congressman Marchant.

Mr. MARCHANT. No opening.

Mr. PORTER. Mr. Van Hollen.

Mr. VaN HOLLEN. Thank you, Mr. Chairman. I thank both you
and the ranking member, Mr. Davis, for your opening statements.
I want to thank the witnesses for being here today, and you, Mr.
Chairman, for having this hearing.

As you mentioned, we have had a series of hearings on this very
important issue, and I am looking forward to the testimony of the
witnesses today.

As the chairman said, a large number of Members of Congress
have cosponsored this bill. People want to find a way to provide
Federal employees with the kind of choices that many of the major
companies in the private sector are making. The question does
arise: If IBM has a REIT option, if other major employers in the
private sector have these kind of options, which by all analyses I
think has performed well recently, why should we deny that kind
of opportunity to Federal employees? So that is the framework from
which many of us approach this issue.

And I have to say, in the process of putting together this bill, our
office approached many of the members of ETAC, some of the
major ones, and asked them for their input. And the input we got
back—and I will just mention one. AFGE, a major member of the
Advisory Council, we said, “What do you think of this bill?” The re-
sponse we got back was, “We are not going to oppose it. In fact,
the ETAC is meeting. We are going to learn more about it and see
if we can support it.”

So a lot has obviously happened since then, but I think it is im-
portant for everybody involved in this process to understand that
people involved in putting together this legislation reached out and
tried to solicit the views of different players here. I represent lots
of Federal employees. It seems to me that we need to make sure
they have the same options that are available to many people in
the private sector.

That having been said, I think that it is important to have this
hearing given the fact that ETAC made the recommendation they
did. I think it important for us to learn more about what factors
they considered in reaching that opinion, and I look forward to the
testimony.

So thank you, Mr. Chairman.

Mr. PORTER. Thank you, Congressman.

Congressman McHenry.

Mr. McHENRY. Thank you, Chairman Porter. Thank you so much
for offering this legislation. I am proud to be a cosponsor of it. And
thank you, Mr. Van Hollen, for your leadership on this legislation
as well.

I look forward to hearing your testimony today because just fol-
lowing this legislation, it is pretty perplexing that a Board created
by Congress then opposes Congress acting on the program that it
was created to have oversight over. It is a little bit ironic that a
creation of Congress is biting Congress. And I would like to hear
that from our second panel on why they deem that appropriate.
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I look forward to your testimony on the reason for your decision,
the reason for your approach on this, and the reason why timeli-
ness has not been of the essence of what you are trying to achieve.
We would like to have a reasonable response in a reasonable
amount of time, and I think this committee hearing is important
for those purposes.

So thank you again, Mr. Chairman.

Mr. PORTER. Thank you, Congressman.

Congresswoman Holmes Norton, do you have an opening state-
ment?

Ms. NORTON. Thank you very much, Mr. Chairman.

Mr. Chairman, I am almost missing a markup at the Homeland
Security Committee. I wanted to stay to say a few

Chairman ToM DAvis. Would the gentlelady yield just quickly?
They are voting final passage now. They are holding the vote open
at Homeland Security.

Ms. NORTON. Yes, well, since I am going to get voted down, let
me at least say these remarks. My good friend, the chairman of the
full committee, has been there, cast his vote the wrong way, so he
is prepared to stay here. [Laughter.]

I have worked closely with the real estate industry. Indeed, the
District of Columbia is a real estate town, so it comes to the table
with a fair amount of credibility with me.

I also have a unique bill that heavily involves the real estate in-
dustry. I put money in their pocket, both in the commercial sector
where real estate is one of the few big industries in town, and, of
course, my unique bill involving homebuyers.

I, of course, have attended our subcommittee hearings, and they
have been informative as far as they could go. Mr. Chairman, I
have to say, I have to give the Republican majority some credit for
taking a fully bipartisan support and trying their very best to tear
it up. I mean, you couldn’t have it better. You have the leaders, the
top leaders on my side, literally from the top of my side, and your
side on the bill, and yet there is a problem that is very unfortunate
that has come forward.

Nobody was more outspoken in favor of REITs on the committee
than I was, kept pressing the Board—I was very disappointed in
the Board. I found their answers mealy mouthed. We finally said,
OK, tell you what, we are going to find out what the real deal is,
and we asked for a study. It is pending.

We even, some of us, were concerned that the Board might be
stalling because we wanted the study to be done more quickly. I
am told that may not be the case. Some have come forward with
some dates. I am not sure about that. But one thing I did not ex-
pect was that this great interest—interest that came out of literally
the probing of our subcommittee, in which we literally brought out
in great detail what the great advantage of REITs would or might
be, would dissolve into what we are now seeing. I just cannot be-
lieve that for the first time we see, of all things, of all bodies, the
TSP maligned as being simply part of the political game vis-a-vis
the Congress—something that, by the way, is very dangerous.
Very, very dangerous. We are dealing here with one of the most
conservative funds, one of the largest funds in the marketplace.
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So I do not like headlines like this that I regard as absolutely
needless and that were completely unavoidable arriving very likely
at the position that has been sought. I do not like headlines that
say, “Playing politics with your TSP.” I do not want Wall Street to
hear that and see that. And I do not want our employees to see
it or hear it. And I do not like reading articles that say, “Playing
politics with your TSP.” I do not like reading articles—and I will
not even quote the worst of this—that say, among other things,
most of those contributions ranging from $1,000 to $7,500 and
averaging $3,300 per lawmaker were made within a month or two
of the lawmakers’ signing onto a bill, the records show.

Well, you know what? I did not sign onto the bill. I wanted to
wait until the hearing and until the study, so I did not get any of
that money, and that is not why I am bringing this up. I am a
member of the TSP, and I——

Mr. PORTER. If the Congresswoman would yield for a moment?

Ms. NORTON. I am going to finish, Mr. Chairman. You did not
stop anybody else. And I think this needs to be brought out. I think
that it is a darn shame to take what has been a process that had
no political overtones and look like we are rushing to judgment be-
cause of politics. I do not believe that people who signed onto this
bill thought any differently from the way I thought when every-
thing I said at the meeting indicated that I thought that this might
very well be a good idea. But here we have a study that is going
to be coming in in a few months, and yet we are told that the sky
will fall—what is falling is the TSP—the sky will fall unless some-
how this is done right away, that we do not need to know about
the cost to participants, the cost to the TSP. The whole study will
be moot, and I do not see why in the world, even on a committee
like this, Mr. Chairman, a subcommittee that you have run in a
bipartisan way, where you have virtually every member of this sub-
committee on the record for you, you would allow this to devolve
into this. And that is what is happening here, and it is going to
hurt the TSP and it is going to hurt the relationships we have had
with you. And I want the record to show why I am concerned about
this process and why I am particularly concerned that no matter
how hard we try, this Republican majority is determined to sepa-
rate us, whether it is Democrats from Republicans or whether it is
employees from Members of Congress.

And I thank you for the time, Mr. Chairman.

Mr. PORTER. Thank you, Congresswoman. If I may comment, I
think we agree. It is irresponsible—but let me take it a step fur-
ther. It is irresponsible of a media outlet to report a story without
the courtesy of having an interview with the chairman of the com-
mittee. It 1s irresponsible, this article is irresponsible. It is not
true. It is inaccurate. And I agree with you. It is a shame that cer-
tain members have played politics with this Board. And I think it
is a discredit to every Federal employee, it is a discredit to this
Congress, when politics are being played exactly as you are saying
by the Board of TSP. It is a shame on TSP. And I am disappointed
that one news outlet can choose to be irresponsible and not have
the courtesy of interviewing the chairman of this committee. This
is absolutely false. And I appreciate your comments, and I under-
stand what you are saying. Based upon reading the article, that is
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why it is irresponsible of this newspaper to print this article, and
I am glad you brought it up. Thank you.

Mr. Davis.

Chairman ToM Davis. Well, it is irresponsible. In fact, as far as
the total amounts of money that my PAC gave to you, Mr. Porter,
they are attributing somehow to some of these other interest
groups, which is absurd. The numbers do not even add up.

I guess my surprise here is that a group that is supposed to be
looking out for Federal employees has cost Federal employees lit-
erally millions of dollars. If this option had been available a year
ago, looking at the growth in REITs, Federal employees would have
been able in many cases to get a greater return on their invest-
ment by having an option that you have denied them.

In good faith, over a year ago they came before this Board and
said they were going to do a study, and now it appears that the
study results will come out and they are going to run the clock out
on us before this Congress is over, hopefully to kick it over, and
I illlppose next Congress they will do the same thing. It is irrespon-
sible.

The fastest-growing part of my own personal portfolio has been
the real estate side. I would like other Federal employees, the
54,000 Federal employees in my district, to have the same option.
This is not a mandate. This just gives Federal employees an option
to do that, and it is the height of arrogance to think that somehow
Federal employees are not intelligent enough to make the right in-
vestment decisions so you want to deny them this opportunity be-
cause they might pick it. And that is the rhetoric that we have
heard out of this group, which has been so irresponsible in some
of the other things that they have undertaken, such as the com-
puter system and everything else as you go back.

Mr. Chairman, as you note in your opening statement, the per-
centage of private companies offering five or less options to their
employees has dropped from 7 percent to 1 percent over the last
4 years, and yet this group insists on keeping it at 5 percent and
running out the clock, offering one of the largest plans in the coun-
try fewer options, when the trend everywhere else—I don’t know
what they know that we don’t know, but I look forward to their tes-
timony at this point, and to just tell you I don’t think this commit-
tee can wait for this unelected body to sit here and try to run the
clock out.

Thank you.

[The prepared statement of Chairman Tom Davis follows:]
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I want to thank Chairman Porter for holding this hearing, and sponsoring this legislation
to add an “R” fund, or real-estate option, to the federal Thrift Savings Plan. This legislation is all
about options — giving more options for federal employees and retirees to make their own
decisions about how to invest their hard-earned retirement dollars. Who doesn’t want more
choice? Who wouldn’t want more options to diversify and protect their retirement nest egg?

When the TSP was created in 1986, Congress established three funds —a government
securities fund, a bond fund, and a stock fund. It was a brand new program, and the thinking
back then was limiting the number of funds would make the program more manageable. But as
the TSP has proved to be a great success, and as technology has provided more options for
participants to manage their portfolios, the TSP has grown. It was an act of Congress that added
the two additional equity funds, the S and I funds, to the plan in 2001,

H.R. 1578 has 165 co-sponsors in the House, from both sides of the political aisle. Like
me, and like Chairman Porter and like Congressman Chirs Van Hollen, they believe that federal
employees, like their colleagues in the private sector and in other public pension funds, should
have more options. If REITs are good enough for Californians participating in the California
Public Employees’ Retirement System, the nation’s largest public pension fund with assets
totaling over 200 billion dollars and a significant asset allocation in real estate investments, than
they are good enough for Federal employees.

Let’s be clear: No employee would be forced to invest a single dollar in this new fund if
they chose not to. Given that the TSP today offers only five choices — versus an average of 18
for the nation’s typical 401(k) plan — it is clear that Federal workers are far too limited in their
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retirement choices. The concept of including real estate as a separate investment choice in a
retirement plan is neither new nor untested. Traditional pension plans, as well as endowments
and foundations, have included a separate allocation to commercial real estate in their investment
portfolios for many years. Today, four of the largest nine private 401(k) plan sponsors now offer
a distinct real estate option. In addition state employees in my home state of Virginia can select a
REIT option in their defined contribution plan. A large portion of my investment portfolio is
based on real estate investments and I want to provide the same opportunities for Federal
employees.

The fiduciaries of these plans understand the independent research that shows individual
retirement benefits can be enhanced when choices with long-term investment performance and
diversification benefits are added to retirement plans. In the case of real estate, this occurs
because the investment returns are appreciably different and have a lower correlation to the
returns from other investments, such as stocks and bonds, thereby offering significant advantages
in the ability of an employees to diversify their individual portfolios. It is my view that the
dedicated men and women who diligently fulfill their daily roles on behalf of our nation should
have access to the range of retirement savings choices currently available to employees of many
leading private sector firms. Many of these employees make tremendous sacrifices to work for
this country, and we are blessed that they do. When it comes to crafting their own retirement
savings plan, they should be able to seize for themselves every opportunity that is available in
the market place. And, that responsibility falls upon us in Congress to bring these opportunities
to the federal employees in my district and throughout the country.

That is the purpose of H.R. 1578, and why I was an original cosponsor of the legislation.
I believe it is important that we pursue every means possible to improve the Federal retirement
system to meet the every-changing retirement needs of our Federal workers and our commitment
to their general welfare. Adding a real estate option to the TSP is a good place to start to achieve
this goal. If the past 30 years serve as any indication, the addition of a REIT Index Fund to the
TSP will make Federal employees more financially secure.

I thank our witnesses for being here, and I look forward to the discussion.

HHHHH
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Mr. PORTER. Thank you, Mr. Chairman. I would just like to add
one additional comment that you started, regarding the article
written by Tim Kauffman of the Federal Times, stating contribu-
tions received from other members of leadership, again, I think this
is an insult to the whole Congress, and I appreciate you and the
Congressman bringing it forward.

So, with that, I would like to move to some procedural matters.
I ask unanimous consent that all Members have 5 legislative days
to submit written statements and questions for the hearing record,
answers to the written questions provided by the witnesses also be
included in the record. Without objection, so ordered.

I ask unanimous consent that all exhibits, documents, and other
materials referred to by Members and the witnesses may be in-
cluded in the hearing record and that all Members be permitted to
revise and extend their remarks. Without objection, it’s so ordered.

Let’s see here. There are a number of documents that we will be
referring to through the course of the questioning. There are docu-
ments that will consist of correspondence relating to the sub-
committee’s interaction with the TSP Board. I ask unanimous con-
sent that these documents be placed into the record. These docu-
ments are marked as exhibits 1 through 16. So, without objection,
so ordered—correction, 1 through 20.

[The information referred to follow:]
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July 21, 2004

Mr. Gary A. Amelio

Executive Director

Federal Retirement Thrift Investment Board
1250 H Street, N.W.

‘Washington, D.C. 20005

Re: Thrift Savings Plan Investment Options

Dear Mr. Amelio:

The Subcommittee on Civil Service and Agency Organization is currently reviewing the existing
investment choices available to Thrift Savings Plan (TSP) participants. As part of our review, we would
appreciate your counsel on a number of matters concerning whether legislation is appropriate to bring the
TSP more in line with current practices in the private sector so as to improve plan participants’
achievement of their retirement savings objectives.

The Subconumittee applauds the innovative steps you ave pursuing in providing TSP participants
with life cycle funds based on the existing five investment options. Studies have consistently shown that
the most important factor in determining investment performance is asset allocation, and the
subcommittee believes that Jife cycle funds are a creative and disciplined way to bring professional asset
allocation to TSP participants.

In connection with its legislative responsibilities, the subcommittee wishes to obtain from you
information needed to assess whether further enhancements to the TSP are warranted to provide greater
diversification benefits to plan participants. A fundamentally important decision for the plan is the
number of investment options that should be made available to TSP participants. Research shows that: 1)
less than 2% of private-sector defined contribution (DC) plans have five or fewer options, similar to the
TSP; 2) more than 80% of private-sector DC plans offer 10 or more options; and, 3) the average number
of investment funds in private sector DC plans is 15.3. 1 will note that additional investment choices
could be especially useful to the managers of the life cycle funds to create more diverse and potentially
stronger portfolios. What number of investment choices do you believe the TSP should offer to optimize
diversification benefits for its participants? Would increasing the number of options increase the strength
of this benefit?

In determining which additional investment choices likely should be added to the TSP, the
subcommittee seeks your advice as to which types of index funds would offer the best diversification

T5P EXHIBIT 1
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Mr. Gary A. Amelio
July 14, 2004
Page 2

benefits to its participants. In particular, we are interested in the types of additional funds that offer
mvestment options that are refatively non-correlated with the performance of the existing five TSP funds
and have demonstrated track records of creating value for investors in a diversified investment portfolio.

More specifically, the Subcommittee requests your views on whether a real estate fund would
provide diversification benefits not available through the existing five investment options. We understand
that defined benefit plans for corporations and state governments have long allocated some amount of
their total assets to either real estate directly or indirectly, through real estate securities, or both. Please
explain why the TSP has chosen not to allocate a portion of its assets to real estate.

In addition, the Subcommitiee has recently reviewed a study by Ibbotson Associates that
compares the performance since 1988 of the indexes used by the existing five TSP options with the
performance of a real estate investment trust (REIT) index. The Ibbotson study, which we understand
you have been provided, concludes that including an allocation to real estate through REITSs in addition to
some of the other five TSP funds would have produced appreciably higher portfolio returns at every level
of risk tolerance. Please provide us your analysis of the Ibbotson study and its conclusions.

As aresult of the Ibbotson study as well as other information that has come to our attention, we
specifically request your views on the feasibility of offering a REIT index fund to the investment menu of
the TSP. Although we understand that REIT stocks do populate both the C and 8 funds, it appears,
according to the Ibbotson study, that a plan participant would not obtain an effective allocation to real
estate through REITs by investing only in the C and/or 8 Funds, while stili maintaining a prudently
diversified portfolio. Do you agree?

Should we conclude that a rea] estate allocation through REITs makes sense, please provide us
with your views of whether a REIT index fund could be offered to TSP participants given the size and
liquidity of the publicly traded REIT market. Specifically, please: 1) discuss whether the fund flows into
a REIT index fund will be expected to be different than the actual fund flows to date into the S and 1
Funds; 2) compare the fund flows into the S and I Funds over the three years since they were introduced
with the size of today’s REIT market and its daily liquidity; and 3) explain whether you believe a REIT
index option might function differently under the TSP than a REIT index option in a large private sector
DC plan such as IBM’s.

Finally, the Subcommittee appreciates the efforts of the Federal Retirement Thrift Investment
Board over the years to provide suitable investment choices to participants at the lowest possible cost.
Please provide us with any information pertaining to the investment fees associated with offering a REIT
index fund to the TSP participants and how comparable such fees would be to fees of the existing TSP
investment choices. We would be especially interested in the views of potential third party vendors as to
the range of their investment fees for managing a potential REIT index option for the TSP,

We look forward to hearing from you in the near future.

Cifairwoman
Subcommittee on Civil Service
and Agency Organization

EXHIBIT 1
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September 6, 2004

Mr. Steven A, Wechsler

President and CEO

National Association of Real Estate Investment Trusts
1875 Eye Street, NW, Suite 600

‘Washington, D.C. 20006-5413

Dear Mr. Wechsler:

Twould like to follow up with you regarding your interest in adding a real estate
investment trust (REIT) option to the Thrift Savings Plan (TSP).

On Tuesday, August 31, 2004, the staff of the Subcommittee on Civil Service and
Agency Organization met with Mr. Gary Amelio, Executive Director of the Federal Retirement
Thrift Investment Board (FRTIB), to discuss the possibility of adding REIT"s to the TSP.
Following both the meetings with Mr. Amelio, as well as with the National Association of Real
Estate Investrent Trusts on June 23, 2004, I would appreciate if you could provide the committec
with additional information regarding a number of outstanding questions.

First, I am interested in your estimate of the administrative and management costs for a
REIT in the TSP. As you know, the administrative and management costs of the TSP are
currently seven (7) basis points. Is it possible to add a REIT option to the TSP having
comparable costs? How many basis points would you anticipate?

Second, I would like you to provide further information regarding concerns about the
liquidity of REIT"s and how it would affect the daily operations of the TSP. Currently, all funds
available to federal employees are accessible for daily transactions on the TSP website. It is my
understanding that most REIT’s cannot be bought and sold by an individual on a daily basis
without fees or penaties, such as in IBM’s plan, which restricts trading in REIT s to once per
quarter. If this is so, how would you propose integrating REIT s into the TSP as an option for
employees? How often would you expect that an employee would be allowed to conduct
transactions without penalty?

Third, I am interested in how REIT s have operated in other daily valued direct
contribution plans. Please provide information to the committee, if you are aware of any other
Shich plans, highlighting how these plans have dealt with the Tiquidity concerns raised in the
‘préviotisparagraph.

qunh,‘l am interested in the performance of REIT s as compared to the performance of
the five funds available in the TSP. The March 2003 Ibbotson Associates study on the TSP you

EXHIBIT 2
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provided to the committee reports that the average annual total returns of the NAREIT Equity
REIT Index were 12.8% from 1988-2003. Is this index representative of all REIT’s in the stated
time period? Did REIT’s exist before 1988 and, if so, how did they perform as compared to the
funds in the TSP?

Fifth, I am interested in the leve] of interest that Federal employees would have in a real
estate option, considering their historically risk-averse tendencies. What would you anticipate to
he the participation in such a fund as a percentage of the total money invested in the TSP? In
other defined contribution plans, what is the average percentage of people who participate in a
real estate Investment trust?

Sixth, the view has been expressed that REIT’s are not a separate asset class of
investment, but rather an “industry” already represented in the broad portfolios of the C and S
funds. How would you effectively differentiate REIT s as a distinct investment option for the
TSP?

Please provide this information to the committee as soon as possible, I appreciate your
willingness to work closely with this committee on matters of importance to the TSP, and look
forward to hearing back from you soon.

Sincerely,

2R \\ . .
s Fobe)
A

Tom Davis
Chairman
Commnittee on Government Reform

EXHIBIT 2
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November 22, 2004

Mr. Gary A. Amelio

Executive Director

Federal Retirement Thrift Investment Board
1250 H Street, N.W., Suite 200
Washington, D.C. 20005-3952

Dear Mr. Amelio:

1 am writing as a follow-up to our August 31, 2004, meeting regarding the
addition of a real estate investment trust (REIT) fund to the options available in the Thrift
Savings Plan (TSP). Your input has been instructive to the work of the subcommittee
staff as we conduct a thorough examination of this issue.

As you recall, at the meeting you raised a number of issues regarding the
propriety of adding a REIT fund to the TSP, including, but not limited to, costs, lquidity
and complexity. Furthermore, you stated that information provided to you by
representatives of the National Association of Real Estate Investment Trusts (NAREIT)
did not satisfy your concerns in these areas.

To follow up on our meeting, Chairman Tom Davis sent a letter to NAREIT
requesting that they address your specific concerns with a more detailed response to the
commitiee. Both a copy of the letter and the response are attached.

Although the subcommittee has no fixed viewpoint at this time, it appears that at
least a reasonable case has been made to further explore whether REITs might fit within
the TSP as an additional investment option for Federal employees. You yourself stated at
our meeting that were you (in another arena perhaps) called upon to add an investment
option to your menu, REITs would be the likely candidate. I would also add that while
fees are an important component to any managed investment, the ultimate importance
measure is net return on investment, and in this area REITs over an extended period of
time have performed very well when compared with other investment instrumentalities.

With the introduction of the 109" Congress, the Committee on Government
Reform will undergo reorganization and this subcommittee will receive a new chairman.
In the interim we are examining a number of important issues and drafting

EXHIBIT 3
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recommendations for possible legislation and oversight. Your input regarding this issue
will be valuable to our deliberations. I thank you in advance and look forward to your

Teply. Should you have any questions about this letter, please feel free to call me at any
time.

incerely,

Ronald L. Martinson

Staff Director

Subcommittee on Civil Service
and Agency Organization

EXHIBIT 3
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January 5, 2005

Bilake R. Grossman

(Hobal Co-Chief Bxecutive Officer
Barclays Global Investors

45 Fremont Street

San Francisco, CA 94105

Dear Mr. Grossman:

The Committee on Government Reform is currently reviewing the existing investment options
available to Thrift Savings Plan (TSP) participants. As part of our review, we would appreciate your counsel
on two specific issues associated with potential legislation to bring the TSP more in line with current
practices in the private sector so as to increase the likelihood of plan participants achieving their retirement
savings objectives.

In particular, the Committee would like to benefit from your experience in managing four of the five
current TSP funds as well as large portfolios of real estate investment trust (REIT) index funds in the private
sector. In connection with the possibility of adding a REIT index fund to the options available to TSP
participants, we would like you to assist us in answering two questions.

First, would it be possible for a RRIT index fund to be offered to TSP participants at the same or
similar cost as the current four options you manage today for the TSP?

Second, based upon your knowledge of how the TSP is administered and your role as the investment
manager of billions of dollars of funds in REIT index funds offered in defined contribution plans in the

private sector, do you believe there is sufficient liquidity in the marketplace to offer a REIT index fund to
TSP participants?

Tappreciate your willingness to work closely with this Commitiee on matters of importance to the
TSP, and I look forward to hearing back from you.

Sincerely,

Tom Davis
Chairman
Committee on Government Reform

EXHIBIT 4
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« FEDERAL RETIREMENT THRIFT INVESTMENT BOARD
: s 1250 H Street, NW  Washington, DC 20005
*
* HRET GARY A. AMELIO
ames Executive Director

January 18, 2005

Mr. Ronald L. Martinson

Staff Director

House Subcommittee on Civil Service
and Agency Organization

2157 Rayburn Building

Washington, D.C. 20515-6143

Dear Mr. Martinson:

This responds to your inquiry of November 22, 2004, Enclosed you will find the technical
analysis prepared by the professional staff of the Federal Retirement Thrift Investment Board.
As you will note, our analysis finds that the case by the National Association of Real Estate In-
vestment Trusts for adding more REITS to the TSP is overstated.

Although I am and will be always interested in receiving new information, this exercise has not
changed my view as we discussed when we met on August 31, 2004. When I came to the TSP
it was clear to me that we already had what I call the “major food groups” of investment funds.
Three are indexed equity funds; large capitalization, small and roid-capitalization, and interna-
tional. The fourth is an index fund comprising investment grade bonds, and the fifth is a sta-
ble value fund invested in U.S. Treasury securities. The first two index funds include REIT
security holdings in amounts which track their relative value in the broad markets.

Beginning this summer, the TSP will offer lifecycle portfolios. From an investment perspec-
tive, lifecycle funds are the only material gap and the next logical step in keeping the TSP con-
sistent with the best plan designs in the industry.

With regard to further analysis by the Board, the professional staff will continue to examine
potential investments (as it has done for the past 15 years) and report promising developments
to the Bxecutive Director and the members of the Board. These analyses will include REITs
as well as other possible investments as discussed in the enclosed paper. Potential investments
will be pursued based on compelling evidence and convincing analysis.

EXHIBIT 5
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Mr. Ronald L. Martinson
Page Two

The statutory requirement that Board members develop investment policies which are suitable
for long-term investments and provide low administrative expenses, as well as the fiduciary
requirement that we act solely in the interest of participants and beneficiaries continue to mo-
tivate me and the Board in this tegard. If we determine that a new investment would be ap~
propriate, please be assured that we would indeed recommend Congressional action (as was
done with the S and I Funds) or take administrative action (as we are doing with the Lifecycle
funds).

Very Truly Yours,

Gary Anclio

Enclosure

EXHIBIT S
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White Paper Regarding Suggested Addition of a REIT Fund to
TSP Investment Options

This paper is written to address TSP investment policy is~-
sues that are raised in the November 22, 2004, letter from
Ronald L. Martinson, Staff Director, Subcommittee on Civil Ser-
vice and Agency Organization. The professional staff of the
Federal Retirement Thrift Investment Board does not recommend
the addition of investment funds to the TSP at this time. The
basis for this view is two-fold: First, we believe that consid-
eration of additional funds should be more comprehensive than
just one alternative, and that the case for adding a REIT fund,
in particular, is far less compelling than the presentations
that have been made to the committee; and, second, there are ad-
ministrative constraints which must be welighed against the bene-
fits of any additional investment options. .

1. Investment Policy Considerations with Regard to REIT Funds

A. Staff Exceptions to NAREIT’'s Estimates of Added Investment
Returns from Adding REITs to TSP Portfolios

The staff does not agree with conclusions drawn by Mr.
Wechsler in NAREIT’s October 7, 2004, letter to the committee
encouraging the addition of a REIT fund to the TSP. We believe
that the case for including REITs in the TSP is overstated. The
mean-variance analysis (MVA) illustration from the Ibbotson
study is exactly that, an “illustration”. It was, in fact, pro-
vided with the caveat “This is for illustrative purposes only
and not indicative of any investment. Past performance is no
guarantee of future results.” Such an analysis is not a sound
basis for investment policy, and the inferences drawn by NAREIT
based on this illustration are flawed for the following reasons:

» The portfolio optimizations in the Ibbotson illustration
are based on unreasonable expectations.

In order for investment policy (or asset allocation deci-
sions) to be consistent with modern portfolio theory, that pol-
icy must be based on the expected returns, expected risk, and
expected covariance/correlation of returns of the available in-
vestment assets. Simple extrapolation of historical data nay
not reflect reasonable expectations; historical returns are not
necessarily predictive of future expected returns. This is the
first error reflected in the usage of the Ibbotson illustration
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as a basis for investment policy; for example, it is not reason-
able to assume that international eguity returns will underper-

form domestic equity, in the long run, by more than six percent

or that domestic equity returns for large capitalization stocks

will exceed returns for small capitalization stocks by more than
one half of one percent only because they have done so during a

‘particular period.’

« The NAREIT Egquity REIT Index is an inappropriate proxy for
hypothetical REIT index fund returns.

The NAREIT Equity REIT Index is an inappropriate proxy for
hypothetical REIT index fund returns, because it is not practi-
cable to invest in this index. The NAREIT Eguity REIT Index is
a total market index, and many of the constituents in this index
are very thinly traded. Staff has been unable to identify any
REIT index fund that replicates the NAREIT Equity REIT Index,
and, as a result, it has likewise been impossible to measure the
performance of such a fund.

Other more appropriate indexes (i.e., more investable in-
dexes) might have been used to demonstrate how inclusion of a
REIT fund would have impacted portfolio returns, including: the
DJ Wilshire Real Estate Securities Index? (DJ Wilshire RESI), the
Morgan Stanley REIT Index, and the DJ Wilshire REIT Index. The
Morgan Stanley REIT Index and DJ Wilshire REIT Index were not
constituted for the entire period 1988 through 2003; however,
historical performance data for the DJ Wilshire RESI are avail-
able and would not have produced similar optimization results as
those that were provided to the committee. In fact, optimiza-
tion results using DJ Wilshire RESI total returns would not have
produced portfolios with significant allocations to the DJ Wil-
shire RESI (the largest allocation would be 2.3%), and would
only be included in the least risky portfolios (i.e., portfolios
with a standard deviation less than 5.1%)°. Such portfolios

! The portfolio optimization results presented in Mr. Wechsler’s letter re-
flect average annual returns for 1988 through 2003 {i.e., REIT returns of
12.8%, and 6, F, C, §, and I Fund returns calculated by NAREIT, of 6.8§%,
8.3%, 13.9%, 13.3%, and 6.7%, respectively).

? The DJ Wilshire Real Estate Securities Index includes three real estate op-
erating companies that are not included in the DJ Wilshire REIT Index and has
been computed since January 1978; there were 90 constituents in the DJ Wil~
shire Real Estate Securities Index as of November 30, 2004.

® MVA Optimization Inputs: Geometric Mean Return (8.8%), Standard Deviation
(14.4%), G/F/C/S8/I Fund Correlation Coeff.s {-.12/.07/.41/.47/.28). Source:
1988-2003 DJ Wilshire RESI Total Returns calculated by Ibbotson Associates:
G/EF/C/8/I Fund returns calculated by the TSP,
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would not have significantly increased TSP returns over the pe-
riod.

s The inferences drawn from the portfolio optimizations are
made without regard for “common sense”.

Mr. Wechsler draws inferences from this MVA illustration
that fail to stand up to even the most cursory “common sense”
review. For example, Mr. Wechsler asserts:

As clearly demonstrated in the March 2004 Ibbotson Associ-
ates analysis, adding a REIT index fund to a portfolio of
G, F, and C Funds over the period 1988-2003 (the life of
the TSP) would have increased average annual returns in op-
timal portfelios by up to 90 basis points ..

The 90 basis point increase cited by Mr. Wechsler is achieved
(based on the Ibbotson illustration) by an asset allocabion of
approximately 60% C Fund and 40% REITs. It is true that, if a
REIT index fund could have achieved the same investment result
as the NAREIT Equity REIT index over the same -periocd, such an
allocation would have produced a 90 basis point greater return
than any combination of investments not including REITs and hav-
ing the same standard deviation .of rveturns. However, it is also
inconceivable that this allocation could have been perceived to
be a risk optimized portfolio in January 1988. Nor do we be-
lieve that Mr. Wechsler (or any knowledgeable investment profes-
sional) would recommend a 40% allocation to REITS at this time.

B. Staff Viewpoint Regarding Additions to the TSP Investment
Options, and the Suggested Addition of a REIT Index Fund

The staff believes that best practices with regard to de-
velopment of investment policy reguire the consideration of all
avallable options, rather than an ad hoc¢ appraisal of individual
fund recommendations. Further, we believe that the funds cur-
rently offered by the TSP are sufficient for the construction of
risk~optimized portfolios appropriate for TSP participants. The
T3P investment staff agrees that REITs are an appropriate proxy
for direct real estate and that, at some levels of risk, there
is potential for small improvements in return by adding optimal
levels of real estate to a portfolio; however, improvement to
portfolio returns are small, even before consideration of trans-—
actions costs and fees®.

¢ VThe Agency has no specific fee information; however, if fees are similar to
those of other TSP Funds, the likely impact on this analysis is small.
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¢+ When consideration is given to the addition of new funds to
the current TSP investment options, several options, in ad-
dition to REITs, should be analyzed.

If new investment funds are to be offered by the TSP, con-
sideration should be given to both the appropriateness and in-
vestabllity of any new type of investment, as well as considera-
tion for how well that type of investment complements the cur-
rent investment funds.

Several classes of assets are unrepresented by the current
TSP investment options. Such asset classes include high-yield
debt, inflation protected bonds (TIPS), commodities, and emerg-
ing market eguity. Some TSP participants might also benefit
from the ability to overweight their TSP portfolios toward
growth stocks or toward value stocks (i.e., “tilt” their portfo-
lios), which could be accommodated by offering growth and value
index funds. All of these options should be considered in addi-
tion to REITs, in any evaluation of additional funds. Further,
the policy and practical impact of offering “slices” of the mar-
kets at the same time we already offer the total market through
the existing broad-based index funds established under the ex-
isting policy authorized by the Congress would require very
careful consideration.

¢ Allocations to Real Estate in Optimized Portfolios and Im-
provement of Return from Adding Optimal Levels of REITs to
a Portfolio

Actual allocations to real estate by defined benefit pilans
(i.e., allocations to real estate by professional investment
managers with similar investment objectives and constraints) are
less than the allocations suggested in the NAREIT letter. In
Pensions and Investments 2004 Survey of Pension/Employee Benefit
Plans, of 328 defined benefit plans with allocations to real es~
tate, the median allocation was 5.0%. Only 23 respondents indi-
cated allocations exceeding 10%.

Research suggests that these actual allocations to real es-—
tate have been less than optimal. In 2003, Barry Feldman, a re-
search consultant at Ibbotson Associates, calculated optimiza-
tion results with REITs both with and without a proxy for direct
real estate®. Results were based on data from 1987 to 2001, and

® Feldman, Barry E. “Investment Policy for Securitized and Direct Real Es-
tate.” The Journal of Portfolio Management, Special Real Estate Issue {Sep~
tember 2003}, pp. 112-3121.
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Feldman concluded that direct and securitized real estate in-
vestments are complementary investments, and that policy alloca-
tions should overweight real estate relative to its market capi-
talization. These results indicated optimal allocations for
REITs alone at various levels of risk (standard deviation). At
risk levels between 2% and 10%, the allocation to REITs varied
from 6% to 17%; at a risk level of 12% the optimal portfolio had
no allocation to real estate. The maximum REIT allocation of
17% occurred at the 8% risk level.

Dirk Brounen and Piet Eichholtz® examined the relationship
between private property (direct real estate), property shares
{securitized real estate), and common stock in the United States
and the United Kingdom. Brounen and Eichheoltz found increased
similarity between private property and property shares and us-
ing mean-variance analysis concluded that optimal portfolio al-
locations to real estate, in both the United States and in the
United Kingdom, were around 10%, if the maximum Sharpe watio.
portfolio were used (i.e., for the portfolio that maximized re-
turn per unit of risk}.

However, two points are worth making about the conclusions
of these studies: 1) The optimized allocations fall far short
of the 40% allocation to REITs used by Wechsler to achieve his
results, and 2) The amount of additional return contributed by
these optimized allocations is still modest.

Feldman’s findings showed the calculated improvements to
portfolio returns from adding REITs to a portfolio of S&P 500
Stock, Small Stock, MSCI EAFE, U.S. Long-Term Bonds, and 30 day

T~Bills {very similar to the TSP fund menu). For the same lev~
els of portfolio risk as shown above, improvements to portfolio
return varied from 6 to 17 basis points (i.e., .06% to .17%).

That is, individuals whose portfolioc risk was between 2% and 10%
could have improved their portfolio returns by up to .17%, by
including an optimal allocation to REITs. While such modest in-
creases in return might justify the addition of real estate in a
defined benefit context, in a defined contribution plan like the
TSP such potential return must be weighed against the effects of
adding new funds on deleterious participant behaviors such as
will be discussed later in this paper.

¢ Though market liquidity is ample to support daily trading;
the TSP believes there is significant likelihood that price

% Brounen, D., and Eichholtz, P. “Property, Commoa Stock, and Property
Shares.” The Journal of Portfolio Management, Special Real Estate Issue (Sep~
tember 2003), pp. 129-137.
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impact from trading will increase transactions costs and
affect performance.

Staff remains concerned that transactions costs, due to
market liquidity, would reduce REIT fund returns. For example,
the market value of the TSP’s F Fund as of December 31, 2004,
was approximately $10 billion, or approximately 7% of total as-
sets. In 2004, daily F Fund transactions varied between redemp-
tions of as much as $60 million and purchases of as much as $54
million. Even a modest allocation to REITs, like that to the
TSP's F Fund, might reasonably be predicted to consume up to 53%
of the. recent daily trading volume of REITs, which is approxi-
mately $1 billion. Staff believes that, given TSP participant
behaviors and current market liguidity, TSP transactions could
incur transactions costs that would erode portfolio returns.

2. Administrative Constraints

At present, the Agency 1s focusing its efforts on improving
participant/investor education (as required by Congress in P.L.
108~469), and developing lifecycle funds composed of the already
existing TSP funds. The lifecycle funds were approved by the
Board members based on a thorough analysis by the professional
staff. These funds are targeted for those TSP investors who do
not have the knowledge, interest, or time to better manage their
TSP accounts. Staff’s recommendation that the TSP implement a
lifecycle fund option was based on our judgment that participant
returns could be improved most by addressing deleterious inves-
tor behaviors that are apparent in some TSP participants.

s Many TSP investors do not appear to make risk-optimized
investment decisions.

First, TSP participants tend to make poor use of the funds
presently available to them, in terms of their asset alloca-
tions.  Over 50% of TSP participants are invested in a “bullet”
portfolio (i.e., 100% allocation to one fund), and approximately
19% are invested in a “bar-bell” portfolio (i.e., a portion of
their account invested in the least risky G Fund, and the re-
mainder invested in a risky asset). Overall utilization of the
domestic and international equity funds is limited.

Second, many TSP participants are return-chasers. While
some of these TSP participants reallocate their accounts too of-
ten, the more pervasive problem is that, even when their inter-
fund transfers are infrequent, participants’ investment deci~
sions tend to reflect large realignments in their accounts
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{i.e., participants move large amounts from one fund to another
in hopes of picking the next big winner). This behavior is both
harmful to participants {due to poor market timing decisions},
and can result in increased transactions costs that are borne by
all fund investors. Furthermore, to the extent that TSP par-
ticipants tend to make large and infregquent interfund transfers,
limiting the number of an individual’s interfund transfers would
have little effect on this behavior.

« Lifecycle funds are a practicable solution.

It is not practicable to educate all TSP participants to
become skillful portfolio managers {or asset allocators); even
knowledgeable participants must have the interest and time to
manage theix accounts effectively. It is essential for the fi-
nancial welfare of TSP participants that the Agency address
these problems to the extent possible through its progranm ini-
tiatives. The Agency believes that adding lifecycle funds will
speak most effectively to these administrative concerns in the
near term.

The staff also believes that lifecycle funds satisfy the
statutory reguirement for Board members to develop investment
policies “which provide for prudent investments suitable for ac-
cumulating funds..” (5 U.S.C. §8475) by addressing deleterious
investor behaviors that adversely affect such accumulations, in-
cluding:

« TSP participants’ tendency to chase returns,

« TSP participants’ tendency to focus on each individual
fund’s expected return and/or risk instead of considering
funds based on their contribution to portfolio risk and re-
turn, and

» The tendency by confused participants to pick only one
fund, or to spread their accounts evenly over all options.

Introducing additional funds at this time would send a mixed
message which potentially. adds confusion, but certainly would
diminish the impact of the clear message we seek to convey with
the implementation of the lifecycle funds.

3. Conclusion

For these reasons, staff recommends against the addition of
a REIT fund in the near term. In the longer term, the staff
will continue to evaluate existing TSP funds and consider addi-~
tions from the broad universe of available options: we will bal-

~
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ance the possible benefits of additions to the plan against our

concerns that too many offerings might complicate our efforts to
educate participants or lead to investor behavior that is dele~

terious to participants’ long-term financial security.

Therefore, staff believes that the most advantageous way to
proceed would be to: 1) install the lifecycle fund optiens in
the TSP, 2) evaluate the impact of the TSP’s education efforts
and the new funds on participant behavior, and 3) evaluate other
potential funds/asset classes along with the existing offerings,
until such time as we are prepared to recommend which, if any,
funds Congress should consider for addition to the TSP. A broad
and considered approach such as this is the way in which the TSP
came to recommend, and then to implement, the S and the I Funds.
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SUSAT UL COLUING. HAINE, CHAIRMAN
JOSERH I, UEBERNAN, CONNECTICNT
CARL LEVIN, MICHIGAR

DAMIEL K. ARAKA HAVAN

THOMAS 7. CHAFER, DELAWARNG

WATIK DAYION MINSESOTA 33 : d -
dmten otates oenate

€L D. ROPP, STAFF DIRECTOR AND CHIZF COUNSEL COMMITTEE ON

JUYEE A RECHTSCHAFFEN, RUNONITY STAFF DIRECTOR AND COUNSEL HOMELAND SECURITY AND GOVERNN‘ENTAL AFFAIRS

WASHINGTON, DC 20510-6250
July 5, 2005

The Honorable Andrew M. Saul

Chairman

Federal Retirernent Thrift Investment Board
1250 H Strect, N.W.

Washington, DC 20005

Dear Chairman Saul:

We understand that the Federal Retivement Thrift Investment Board (FRTIBY) is undertaking a
review of investment options for the Thrift Savings Plan (TSP). We commend vou for this
action. Accordingly, we request that the Board provide a written report containing the findings
and recommendations of this review to the Committee by January 1, 2006,

The report will assist the Committee in its ongoing oversight and evaluation of the TSP.
Therefore, we request the report cover all aspects of the FRTIB review, including, but not limited
to, an examination of all appropriate investment choices and an analysis of whether the current
fund options offer adequate diversification for participants, as well as the performance of the
investment managers for the TSP.

We look forward to working closely with the Board to ensure that TSP participants receive the
highest quality of service and benefits as we consider changes to the TSP. Thank you for your
consideration of this request.

Sincerely,
AL
b A2
Susan M. Collins é;eé} 1. Lieberman
Chairman Ranking Member
George V. Voinovich Daniel K. Akaka
Chairman, OGM Subcommittee Ranking Member, OGM Subcommiitee
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ONE HUNDRED MINTH CONGRESS

"Congress of the United States

Bouge of Representatives nO S

COMMITTEE ON GOVERNMENT REFORM
2157 Raysunn House OFFICE BULDING

WastingTON, DC 20515-6143

v s

hip:firetor house gov

July 6, 2005

The Honorable Andrew M. Saul

Chairman

Federal Retirement Thrift Investment Board
1250 U Street, NW,

Washington, D.C. 20005

Dear Chairman Saul:

Your appearance before the House Subcommittee on the Federal Workforce and Agency Organization on
April 19, 2005, regarding HLR. 1578, the “Real Estate Investment Thrift Savings Act,” provided useful
information for the Members.

Your testimony indicated that the Federal Retirement Thrift Investment Bouard valued the potential
bencfits REITs may provide for the Thrift Savings Plan’s investment portfolio. However, you also
requested that Congress not add any additional tnvestment options to the TSP unti} the Board had first
retained an independent professional investment consultant to analyze and determine—in a broad and
comprehensive approach—whether new investment choices, including REITs, would benefit TSP
participants. TSP Executive Director Gary Amelio made the following comment at the hearing:

We did an analysis of REITs on a onc-on-one basis, in other words, looking specifically
at REITs directly in response to the Subcommittee’s request. However, the fiduciaries
have decided to now go beyond that, engage a professional investment consultant to look
at the universe of investments, which would include REITs. We haven’t eliminated it,
we just want to look at everything in total, as I mentioned, rather than simply look at a
stand alone, up or down vote on one fund. We want to look at everything.”

We support this approach and request that the Board retain a professional investment consultant as soon
as possible. We also request that the Board provide a written report containing the findings and
recommendations of this investment consultant to us by January 1, 2006. As you are aware, under the
Federal Employees Retirement System Act of 1986 (P.L. 99-335), which created the Thrift Savings Plan,
only Congress has the authority to add funds to the TSP. Therefore, it is imperative that Congress obtain
timely and objective information from the TSP Board so it can make responsible decisions. Please inform
us of the independent investment consultant you plan to retain,
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The written report should examine real estate investment trusts (REITs) as well as other possible
appropriate investment choices including, but not limited to, the following options mentioned at the
hearing: Treasury inflation-protected securities (TTPS), emerging market equities, growth and value
indexes, commodities and high-yield debt. Please then identify a imited number of investment options
demonstrating further diversification benefits to TSP participants owing to: (1) a low correlation of
returns with the returns of existing TSP Funds; (2) a low volatility compared with volatilities of the
existing funds; and/or (3) consistently competitive returns, net of expenses, over most reasonable
retirement savings horizons.

As you know, H.R. 1578 was introduced to add a REIT index option to the TSP. We look forward to the
completion of the study and your legislative recommendations so that we can consider them as we
proceed with this legislation, or a version of the legislation including your recommendations, in the 109"
Congress. We look forward to working closely with the Board throughout this entire process.

Sincerely,
Thomas M. Davis I [em’y‘ A. Waxman
Zy\ 3 ! N
Jon C. Porter Dan . Davis
cc: Gary A. Amelio, Executive Director, Federal Retirement Thrift Investment Board
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* FEDERAL RETIREMENT THRIFT INVESTMENT BOARD
1250 H Street, NW  Washington, DC 20005

THRIEY August 11, 2005

SAVINGS
PLAN
The Honorable Jon C. Porter
Chairman
Subcommittee on the Federal Workforce and
Agency Organization

Dear Congressman Porter:

This responds to your letter of July 6, 2005, concerning
the Board's impending comprehensive review of Thrift Savings
Plan investments. The Federal Retirement Thrift Investment
Board appreciates your support and we look forward to cooperat-
ing with the Committee as we proceed.

As you know, a fiduciary must exercise the highest degree
of skill and care when considering changes to the Plan’s invest~
ment options. In preparing for this undertaking, the Agency is-
sued a Reqguest For Proposals on April 28, 2005, seeking competi-
tive bids for ongoing expert investment consulting advice. As
you may know, fiduciaries of large retirement plans regularly

engage consulting assistance on investment matters. This ap-
proach places the TSP within the prudent practices of the indus-
try.

Proposals will be evaluated under Federal procurement
rules, and we expect to select an investment consultant by
September, 2005. Coincidentally, we recently announced the se-
lecticn of a new Chief Investment Officer, who will begin ser-
vice on August 15, 2005, and will coordinate the Agency’s work
on this project.

When engaged, the consultant will perform several functions
for the Board, which include:

- reviewing current and potential indexes for use
in the existing funds;

- assessing the risks of various investment management
practices and arrangements;

- assisting in the public bidding process for the four
eXisting managed funds (providing input on issues
such as index management, custody, fees, and securi-
ties lending practices); and
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- reviewing existing and other available investment
options and providing appropriate recommendations
concerning new investment funds, if any.

It is premature to determine the form that any of the ex-
pert’s recommendations resulting from these tasks will take. For
the reasons explained below, we currently expect that the tasks
will need to ke completed in the order listed above. We will
inform the Committee when we receive our expert’s recommenda-~
tions in any of these areas. It is not prudent to establish
firm deadlines on the completion of each task. For your edifi-
cation, however, a “tentative” schedule is described below.
Since the exchange of this information with your Committee may
involve sensitive ongoing procurement information, we have asked
the Agency’s General Counsel to work with the Committee’s Coun~
sel to ensure proper handling of these matters.

The sequence for completing these four tasks is based upon
two important business reasons. First, the selection of the in-
dexes for the current funds needs to be done very soon in order
to complete the procurement process before our asset management
contracts expire beginning next April. Second, the Board’s in-~
dex selections set the stage for the investment review.

The Board has followed this same practice before. In 1990,
the Board selected a new index which brought mortgage backed se-
curities into the F Fund for the first time. Investment con-
tracts were competed and made effective in 1991. The Board then
conducted a review of the investment universe. It did so know-
ing that there would no longer be a gap with regard to mortgage
backed securities. Because of the new index selected in 1990,
they would be included in the TSP’s F Fund in the same propor-
tional share as their broad market representation. Mortgage
backed securities have now grown to 37 percent of the F Fund.

The review of the investment universe noted above took
place between 1992 and 1995. Multiple investment options were
examined, resulting in a considered Board decision to seek
Congressional approval for the S and I Funds. The legislation
authorizing the new funds was formally transmitted to the
Congress and subseguently enacted. Systems changes to accommo-
date the additional fund offerings were made, and these funds
were made available to participants in 2001.
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While we do not expect the current review to take that
long, this previous experience demonstrates that an orderly
process was followed and a great deal of care was exercised by
the fiduciaries when they considered changes to the Plan’s in-
vestment options. A similar orderly process and high degree of
care should be used in the current situation.

In 2000, the Board sslected the Wilshire 4500 Index for the
S Fund, which added REIT securities to the TSP for the first
time., In the past four years, REIT securities have grown from
4 percent to 8 percent of the § Fund. Additionally, a small
number of REIT securities have been added to the S&P 500 Index,
which is the index the Board currently uses for the C Fund.

After the Board selects the indexes for the upcoming pro-
curements, the proportions of the various sectors and subsectors
will be known for the current TSP funds. At that point, poten—
tial gaps (and potential new investments) can be identified.

With regard to timing, the Agency has held preliminary dis-
cussions with potential consultants for this project. All
agreed with our approach. However, none of the consultants with
whom we spoke indicated that the project could be completed in
less than one year. While we intend to move forward with dis-—
patch and will certainly share what has been completed with the
Committee, we do not expect that we will have all of the infor-
mation in the time frame that you have requested.

We are also committed to ensuring that our review does not
upset other important activities. First among these are the new
Lifecycle Funds (L) which we are just now making available to
participants. These asset allocation models constitute the most
significant investment improvement since the S and I Funds were
added. We intend to focus intently on the I Funds rollout this
summer and early fall.

The Board also plans to complete the TSP’s first ever com-
petition for record keeping services over the next six months
and to transition call center services out of the New Orleans
Center, which has provided this service since 1987. When con—
cluded, these efforts will substantially reduce our costs and
improve service in this key area.

- 3 -
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As with all TSP activities, the costs of these projects are
borne by Plan participants. The TSP receives no appropriations
of taxpayer funds from the Congress. Thus, the fiduciaries must
ensure that all funds are spent prudently and solely in the in-
terest of TSP participants and beneficlaries.

The independent Board members are specifically required
by law to develop and establish TSP investment policy. In pur~
suing these responsibilities, the Board has periodically deter~
mined that statutory changes, including new funds, should be
considered. When this has occurred, the Board, which is not
subject to the President’s legislative review process, has sub-
mitted its recommendations directly to the Congress for consid-
eration.

I hope this extensive response including our plans and con-
cerns is useful to the Committee. An identical response is be-
ing sent to each of the other Committes leaders who signed the
letter. The Board members and the Executive Director are avail-

able at your convenlence if you would like to further discuss
this matter.

Sincerely,

Gtk S«J /et

Andrew M, Saul, Chairman

M.¥Sanchez,

At 1A 537
Thomas A, Fink, Member Terrence A. Duffy,/ Member
Gordon Q) Whiting, gfpmber Gary A, Amelio, Executive
Director
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< FEDERAL RETIREMENT THRIFT INVESTMENT BOARD
: o 1250 H Street, NW  Washington, DT 20005
*
* HRET GARY A AMELIO
gﬁm?(:'s Executive Director

January 17, 2006

The Honorable Jon C. Porter

Chairman

Subcommittee on the Federal Workforce and
Agency Organization

Washington, D.C, 20515

Dear Congressman Porter:

In our letter of August 11, 2005, all five members of the Federal Retirement Thrift Investment
Board and 1 pledged to keep you and other Committee and Subcommittee leaders informed
with regard to recommendations made by our investment consultant, Ennis Knupp + Associ-
ates, concerning our ongoing comprehensive review of Thrift Savings Plan investments.

With regard to the first item listed in that letter, enclosed you will find a report entitled “Index
Evaluation” that was presented by the consultant and considered by the Board at its regular
meonthly meeting today. As you will see, after extensive review, Ennis Knupp has recom-
mended maintaining the indexes currently used for the four privately managed TSP fands au-
thorized by law. Their reasoning is detailed in the report. After extensive consideration, the
Board members voted in favor of maintaining these indexes for our upcoming round of
procurerments to select asset managers under a competitive process.

The next task described in our August 11 fetter - assessing the risks of various investment
management practices and arrangements -- is currently underway as we prepare to articulate
our specific requirements on these matters in upcoming Requests for Proposals (REPs) from
the industry. They will be the next documents that will be developed in connection with our
work in this area. Iwill provide you with copies of the RFPs when they are available.

I hope this information is helpful.
Very truly yours,

S_——

Gary A. Amelio

Enclosure
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National Association of

Letter Carriers m—

February 6, 2006

The Honorable Jon C. Porter

Chairman, House Subcommittee on the Federal
Workforce and Agency Organization

Washington, D.C. 20513

Dear Chairman Porter:

T write in my capacity as Chairman of the Employee Thrift Advisory Council (ETAC)
on the subject of HLR. 1578, your bill to add a real estate stock investment fund to the
Thrift Savings Plan. ETAC is made up of representatives of 15 organizations that
collectively represent millions of federal and postal employees, military personnel and
retired employees who participate in the Thrift Savings Plan or TSP, It was
established by the Federal Employees’ Retirement System Act of 1986 to provide
advice to the Federal Retirement Thrift Investment Board on behalf of TSP
participants,

Last year, T submitted a statement to your Subcommittee when you held a hearing on
this legislation. Init, | expressed considerable reservations about adding a rea) estate
fund, or any other fund for that matter, to the TSP in the absence of a careful study of
all the possible options for new funds and the support of the Plan’s participants. As
the new legislative year gets underway, those reservations have only grown. This is the
case for two reasons:

First, it is now clear the TSP’s fiduciaries, the FRTIB’s five Presidentially appointed
members and its Executive Director, oppose your legislation at this time. The Board
believes Congress should await the recommendations of an Investment Consultant it
has hired to review the Plan’s existing funds and to recommend any new additions, T
believe this is a sound approach.

Second, there does not appear to be any significant demand from TSP participants for
such a fund at present. ETAC discussed the possibility of a real estate fund twice last
yeer, in meetings on May 4 and October 14, 2005, None of the organizations
represented on ETAC reported any support for a real estate fund at this time. A
number or ETAC members, however, did voice concerns about H.R. 1578 and
worried about using a political process to add funds instead of relying on the
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Hon. Jon C. Porter
February 6, 2006
Page 2

recommendations of the Plan’s fiduciaries, as was done in the past with the S and 1
Funds. [ share this concern,

1 think you will agree that the Thrift Savings Plan is an extremely well-run benefit
program that is highly valued by federal and postal employees. I share your goal of
making the TSP even better, but urge you to reconsider your support for H.R. 1578,
at least until the TSP’s Investment Consultant makes its recommendations to the
FRTIB. [look forward to working with you and your Subcommittee on TSP issues
in 2006 and beyond. If you have any questions, please do not hesitate to contact me at
the National Association of Letter Carriers (202.662.2871) where I work.

Sincerely,

O

James W. Sauber
Chairman, Employee Thrift Advisory Council

cc: Hon, Danny K. Davis
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I EvieLOYEE THRIFT ADvISORY Councit INEENGGGERE

March 14, 2006
BY FAX — HARD COPY TO FOLLOW

The Honorable Jon C. Porter

Chairman, House Subcommittee on the Federal
Workforce and Agency Organization

Washington, D.C. 20515

Dear Chairman Porter:

I write in my capacity as Chairman of the Employee Thrift Advisory Council (ETAC) on the
subject of H.R. 1578, your bill to add a real estate investment fund to the Thrift Savings Plan
(TSP). ETAC is made up of representatives of 15 organizations that collectively represent
millions of federal and postal employees, military personnel and retirees who participate in the
TSP. It was established by the Federal Employees’ Retirement System Act of 1986 to provide
advice to the Federal Retirement Thrift Investment Board on behalf of TSP participants.

As | wrote to you previously in a letter dated February 6, 2006, the member organizations of the
ETAC have discussed the real estate fund idea over the past year at a number of Council
sessions and at meetings with representatives of the National Association of Real Estate
Investment Trusts. Last week we discussed the issue again. | wish to respectfully inform you
that the Council has decided to oppose the creation of a real estate fund in the TSP at this time.
Attached please find a copy of the resolution that was adopted by a vote of 11-0 {with one
abstention} on March 7, 2006 along with a copy of the current ETAC roster.

In general, there appears to be very little demand for a real estate fund among TSP
participants. Moreover, the Gouncil is reluctant to support adding a narrow sector fund to the
broad-based index funds now offered by the TSP. In any case, we befieve it would be prudent
to await the recommendations of the investment consultant hired by the Thrift Investrment Board
to review the Plan’s investment options before proceeding with any new funds. At our meeting,
TSP Executive Director Gary Amelio indicated that this review will be concluded by the end of
2006.

Although we may differ on this specific issue, the Council shares your commitment to improve
the Thrift Savings Plan for America's hardworking federal workers. Thank you for that
commitment and we look forward to working with you in the future. If you or your staff has any
questions or concerns, please do not hesitate to contact me at {202) 662-2871.

Sincerely,

%ﬁ@wﬂ* Y A/gz.ﬂ t.\/

Javes W. Sauber
Chairman, Employee Thrift Advisory Council

EXHIBIT 11
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Resolution 1-2006

RESOLUTION of the EMPLOYEE THRIFT ADVISORY COUNCIL

On Proposals to Add a Real Estate Investment Fund to the TSP

Whereas the Employee Thrift Advisory Council comprises all of the major organizations
of individuals eligible to participate in the Thrift Savings Plan; and,

Whereas the Council is required by law to advise the Federal Retirement Thrift
Investment Board and its Executive Director on matters relating to the investment and
administrative policies of the Thrift Savings Plan; and,

Whereas the Federal Retirement Thrift Investment Board comprises fiduciaries required
by law to establish and develop policies for the investment and administration of the
Thrift Savings Plan solely in the interest of plan participants and beneficiaries; and,

Whereas individuals and organizations representing specific economic sectors often
promote investment policies and legislation to add sector funds to the Thrift Savings
Pian fo serve their own constituent members; and,

Whereas the addition of new fund options must be done with great care in order to
avoid increasing the complexity and administrative cost of the Thrift Savings Plan; and,

Whereas any development of a new fund should come from an independent process
developed by the Plan’s fiduciaries that promotes integrity in the investment of Federal
employee retirement funds; and,

Whereas the Board's Executive Director and members of the Employee Thrift Advisory
Council have considered the arguments and examined the evidence presented by the
National Association of Real Estate Investment Trusts in promoting a Real Estate
Investment Fund option in the Thrift Savings Plan; and,

Whereas, Council member organizations have not received recommendations from
members of our unions or associations or councils thereof favoring the addition of a
Real Estate Investment Fund to the Thrift Savings Plan; and,

Whereas the Executive Director and the members of the Faderal Retirement Thrift
Investment Board oppose the addition of a sector fund such as a Real Estate
Investment Fund to the Thrift Savings Plan at this time;

Therefore, be it resolved that the Employee Thrift Advisory Council of the Federal
Retirement Thrift investment Board opposes the addition of a Real Estate Investment
Fund to the Thrift Savings Plan,

Adopted March 7, 2006

EXHIBIT 11



Qrvpanization

American Federation of Government Employees

National Federation of Federal Employees

National Treasury Employees Union

National Association of Government Employees

American Postal Workers Union

National Association of Letter Carriers

National Rural Letter Carriers’ Association

National Association of Postmasters of the

United States

National League of Postmasters of the

United States

National Association of Postal Supervisors

Federally Employed Women, Inc.

National Assaciation of

Retired Federal Employees

Federal Managers Association

Senior Executives Association

Uniformed Services

*Chairman
**Vice Chairman
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Roster

ETAC Members (Revised 01/18/2006)

Member

Jacqueline C, Simon
Director of
Public Policy

Richard N. Brown

President

Colleen M, Kelley
President

Vacant

Myke Reid
Assistant Legislative Direcior

James W. Sauber®
Research Director

Clitford D, Daling
Secretary-Treasurer

Walter M. Otihovik
National President

Steve D, LeNoir
President

Louis M. Atkins
Executive Vice
President

Freda Kurtz
Past President

Dick Ostergren
National Treasurer

Michael B. Styles**
President

Richard L. Strombotne

Carl F. Witschonke
Deputy Director of Compensation
{Military Personnef Policy)

80 F Street, NW.
Washington, DC 20001

1HE 16th Sereet, N.W,
Washington, DC 20036

1730 H Street, N.W,
Washington, DC 20006

159 Burgin Parkway
Quincy, MA 02169-4213

1300 L Strect, N.W,
Washington, DC 20005

100 Indians Ave., N.W.
Washington, DC 20001-2144

1630 Duke Street
Alexandria, VA 22314-3499

8§ Herbert Street
Alexandria, VA 22305-2600

5904 Richmond Hwy, Svite 500
Alexandria, VA 22303

1727 King Street
Alexandria, VA 22314.2753

Wexford #225
2018 Highway 33
Spring Lake, NJ 07762

606 North Washington Street
Alexandsia, VA 22314-7760

7946 Aster Avepue
Yucea Valley, CA 92284

P.0. Rox 83519
Guithersburg MD 20883-3519

Office of the Assistant Secretary
of Defense

4000 Defense Pentagon

Washington DC 20301-4000
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* FEDERAL RETIREMENT THRIFT INVESTMENT BOARD

125G H Street, NW  Washington, DC 20005

THRFE GARY AL AMELIO
SAVINGS Exccmtive Director

PLAN
March 28, 2006

The Honorable Jon C. Porter

Chairman

Subcomumittee on the Federal Workforce and
Agency Organization

Washington, D.C. 20515

Dear Congressman Porter:

I am writing to advise you that the Thrift Savings Plan fiduciaries continue to oppose FL.R.
1578, legislation to establish a Real Estate Investment Trust fund in the TSP. Our concerns
with the legislation were detailed in the testimony we presented to the Subcommittee on
April 19, 2005, and in our responses of May 17, 2005, to questions for the hearing record.

We first provided our technical analysis on January 18, 2003, demonstrating that the claims of
the REIT proponents were overstated in response to Subcommittee Staff Director Ronald L.
Martinson’s inquiry. We further explained in that analysis and in our testimony that additional
TSP funds should not be considered one at a time. Rather, as has been done in the past, a
comprehensive review should be conducted by the fiduciaries (with the assistance of our in-
vestment consultant and input from the Employee Thrift Advisory Council) before the Board
makes any determination whether funds should be added or removed. This approach assures
participants that such determinations are made solely in their interest.

In our letter of August 11, 2005, to you and other Committee and Subcommittee leaders, [ and
the other TSP fiduciaries explained our time frame for such a comprehensive review of TSP
investments. Board staff has since met with Committee staff on three occasions to provide
updates, and [ sent a letter to Committee leaders on January 17, 2006, to provide a written up-
date.

Our view on the pending legislation has not changed. We will continue with our plan for a
comprehensive review later this year. A similar letter is being sent to Ranking Member
Danny K. Davis.

cc: Board members

EXHIBIT 12
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04=Apr~2006 03:03pm  From-Shaw Bransford Veiilsux & Roth P.C 202-833-8082 T-13%  P.OGeA00z F-908
KE*
*_Senior
% Executives

* SOCIaton
* , : £.0. Box 44808 * Washington D.C. 20026 + {202) 927-7000 * Fax (202) 927-5192 * www.seniorexecs.org
April 4, 2006
VIA FACSIMILE
The Honorable Jon C. Potter The Honorable Danny K. Davis
Chairman Ranking Memtber
Subcommittee on Federal Workforce Subcommittee on Federal Workforce
and Agency Organization and Agency Organization
B-373A Rayburn House Office Building 311 Ford House Office Building
Washington, DC 20515 Washington, DC 20515

Re: The Senior Execntives Association on HL.R. 1578

Dear Chairman Porter and Representative Davis:

As you know, the Senior Executives Association (SEA) represents the interests of career federal
executives in the Senior Bxecutive Service (SES), and those in Senlor Level (81.), Scientific and
Professional (ST), and equivalent positions. We write concerning the establishment of a Real
Estate Investment Trust (REIT) fund in the Theift Savings Plan (TSP) as outlined in HR. 1578,
and to state that SEA has decided to take no position on this bill,

As a general practice, SEA takes positions on issues that directly affect career Senior Executives
and those in equivalent positions, as well as “good government” management issues from time to
time. SEA’s Board of Directors bas considered the REIT issue and has determined that neither
does it significantly impact the career executive service nor does it represent a “good
government” issue. Thus, we take no position on H.R. 1578,

According to statate, SEA does reconnmend for appointment one of the members of the
Employee Thrift Advisory Council (ETAC). That member participated in a recent resolution
opposing, or at least delaying, establishment of s REIT. S8EA has full confidence in the ETAC
representative we have recommended, and we trust him fo exercise his independent judgment on
matters coming before ETAC that impact the Thrift Savings Plan. His vote on an issue does not
necessarily reflect SEA policy.

‘We hope this clarifies SEA’s position on this matter.

Sincerely,

Conct O Hovain Vil YW o
CAROL A. BONOSAROD WILLIAM BRANSFORD
President General Counsel

EXHIBIT 13
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20972.7T2-3 61
JWBeach
1 have it.
2 So 1 just sent it around just to let them
3 know that we had concerns about it, and that we
4 expected to discuss it again this year. Now that
‘5 we're at this mseting, as man? of you know I sent
6 around in advance a draft Resolution, which I will
7 also pass out, that I think we’ve gotten to the point
8 now where we can as a Council take a position on this
9 legislation.
10 This Resolution is intended to do that.
11 8o I will just pass this around.
12 (Documents distributed.)
13 MR. SAUBER: I guess, rather than us all
14 reading it in quiet, maybe I'11 just read it into the
i5 record. I know a number of you have suggestions on
16 language, tweaking this a big, and I'm hoping even
17 major changes into it, I think, hoping that this
18 would be the ETAC’'s Resolution. But this is just a
19 starting point for us.
20 This we call Resolution 1-20086
21 "RESOLUTION of the EMPLOYEE THRIFT ADVISORY COUNCIL
22 “On Proposals to Add a Real Estate Investment Fund to
ACE-FBDEmI‘; SEESVEEERS’ INC. EXHIBIT 14
F02.347-3700 800-336-6646 410-684-2550
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20972.7T2-3 . . 62
JWBeach

1 the ISP

2 *Whereas the Employee Thrift Advisory Council

3 comprises all of the major organizations of

4 individuals eligible to participate in the Thrift

5 savings Plan; and,

3 "Whereas the Council is required by law to advise the
7 Federal Retirement Thrift Investment Board and its

8 Bxecutive Director on matters relating to the

9 investment and administrative policies of the Thrift
10 Savings Plan; and,

11 "Whereas the Federal Retirement Thrift Investment

12 Board comprises fiduciaries required by law to

13 establish and develop policies for the investment and
14 administration of the Thrift Savings Plan solely in
15 the interest of Plan participants and beneficiaries;
16 and,

17 “Whereas individuals and organizations representing
18 specific economic sectors often promote investment

19 policies and legislation to add sector funds to the
20 Thrift Savings Plan to serve their own constituent
21 members; and,
22 "Whereas the addition of new Fund options must be

ACE—FEDSX:‘I;&E&SEERS, INnc. EXHIBIT 14
702-347-3700 800-336-6646 41(-684-2550
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63

done with great care in order:to avoid increasing the
complexity and adwministrative cost of the Thrift
Savings Plan and to avoid unnecessarily politicizing
the Thrift favings Plan’s operations; and,
"Whereas the Board's ExecutiJe Director and members

;
of the Employee Thrift Advisory Council have
considered the arguments and examined the evidence
presented by the National Association of Real Estate
Investment Trusts in promoting a Real Estate
Investment Fund option in the Thrift Sayings Plan;
and,
"Whereas, Council member organizations have not
received recommendations of our unions or
agsociations or councils thereof favoring the
addition of a Real Estate Investment Fund to the
Thrift Savings Plan; and,
"Whereas, the Executive Director and the members of
the Federal Retirement Thrift Investment Board oppose
the addition of a sector fund such as the Real Bstate
Investment Fund to the Thrift Savings Plan at this
time; and,
"Now, therefore be it resolved that the Employee

ACE-FEDERAL REPORTERS, INC.
Nationwide Coverage EXH ‘ B IT 1 4

02347371 800-336-6645 410-684-2550
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20972.7T2-3 64
JWBeachs |

1 Thrift Advigory Council of the Federal Retirement

2 Thrift Investment Board opposes the addition of a

3 Real Estate Investment Fund to the Thrift Savings

4 Plan.”

‘s

3 New I just put that out for discussion.

7 Any changes, any discussion? 1 think we’ve discussed
8 the igsue, the underlying issue, to a great extent in
9 the past but I'm prepared to spend as much time as it
10 takes to discuss it.

11 MR. BROWN: Yes, Mr. Chairman. I've geen
12 the Regolution when you put 1t out, and I we support
13 it as written. I think you hit it on the head. You
14 didn't say it. I will say it. I‘'m offended by the
15 actions of the people from REITs. They have gone in
18 there and they have politicized it.

17 They didn’t do it in a forthright manner
18 as far ag I’'m concerned with the other Funds that

19 we’'ve added as a Board. On behalf of my

20 organization, you know we definitely looked at it.
21 We tock the opportunity to meet with them. What was
22 that, about a year ago, Mr. Chairman, or so?

Aca-%pgmaiﬁgingms, Inc. EXHIBIT 14

IOPALT. TN RONL3%6-6645 410-684-2550
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LEGISLATIVE HISTORY
Pl 98-335
page 134}
conferess note, however, there is a waiting period before an em-
ployes may join the plan. i

Foyouls

The Senaic amendment provides several options under which
participants may receive benefits from the Thrift Savings Plan
upcen leaving Government employment. The options svailable
depend on the participant’s retirement status. Those entitled to an
immediate basic plan annuity, to workers' compensation benefits,
or disability benefits would have four vptions: {1) an immediate an-
nuity; (2 a deferred annuity; (3) withdrawal of funds in one or
more payments; or (4) a rollover to an Individusl Retirement Ac-
count (IRA) or any guslified pension plan, Those entitled to a de-
Jerred annuily would have the same four options, but the first
three would be pvailable only after ihe deferred annuity com-
mences, Those not entitled 10 an annuity have two aplions: {1)
withdrawal of funds at age 62 or (2 rollover to an IRA or any
qualified pension plan.

The House bill has no comparable provision.

The House committes bill provides that an emploves, upon aspa-
ration from smployment, may withdreaw his account, receive an an-
nuity or recaive a deferred annuity.

The conference agreement adopts the Senste amendment provi-
sions with modifications. I eligible to retive from the basic plan, an
employes may withdraw the account, receive an annuity, defer an
annuity, or transfer the account into an IRA or any gqualified pen-
gion plan. If the employee separates with tithe 10 a deferred annu-
ity under the basic plan, the emploves may elect any of the above
optione except that withdrawals may pot be made until the em-
ployee is eligible to receive the deforred anpuity under the basic
plan. If the emplovee iz not vested in the basic plan, the account is
z=§quired to be transferred into an IRA or any qualified pensien
plan. .

Loans

"The Benale amendment authorizes o loan program beginning in
January 1, 1985, limited to the employee’s contributions and attrib-
utable earnings,

The House bill has no comparable provision.

The House committes bill suthorizes loans or hardship with-
drawals of employes contribations for the following purposes: (1)
purchase of a primary residence; (2} educational expanszes; (3) medi-
cal expenses; or (4) financial hardship. )

 The conference agrecment adopts the House committes provie
siong on loans except that loans will not be permitted prior to Jan-
uary 1, 1388, Withdrawals during employment are not permitted,
Fnvestment of thrift savings fund

The Senate amendment provides for a minimum of three Funds
for investment: A Government Securities Investment Fund, a Fixed
Income Investment Fund, and a Common Stock Index Invedtment
Fund. It provides for a Samember board to establish additional
funds as appropriate. The Benate amendment includes certain re-

1518
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FEDERAL RETIREMENT SYSTEMN ACT
Bl W33
[page 1340]
gquirements for the index fand and requires the bourd to defline the
stock index.

The Henate amendmenl provides for employees to have the op
portunity at least once each year to elect the funds for investment
or reinvestment. It includes a requirement that all monies contrib-
ted by employees to the Thrift Savings Plan mxria%‘é 987 would be
invested in the Government Becurtties Investment Fund with a 20
percent reduction of this amount each year through 19%1. With re-
spect to amounts contributed by the Government, 100 percent
would remain in the Government Securities Investment Pund for
the B-year period, 1987-1992. In 1993, 20 percent would be available
for investment in other funds increasing by 20 percent each vear
theough 1988,

The House bill has nu comparable provisions

The House committes bill provides for a total of § funds for in-
vestment, In addition to the 3 included in the Senate plan, the
Houze adso provides for an indexed bond fund, an acﬁivelé- managed
stock fund, and an actively managed bond fund. It provides for em-
ployee elections for allocating Investments among funds at the
same thme as elections to participate in the Thrift Savings Plan (st
least once every six months). The House committee bill provides for
all Government contributions prior to 1992 to be invested in the
Government Securities Investment Fund :

The conference agresment kada% the Senate provisions estab-
lizhing three funds and gives the ird the respongibility to salect
the index for the Common Stock Index Investment Fund. The con-
forees chose to limit the number of funds to three for several rea-
sons. Because this iz a new undertaking in the Federal Covern-
ment, 5 smaller number of funds will be more manageable. The
three funds sclected offer employees digtinet and ressonable alter-
matives for investment. Should additional investment vehicles
become desirable, the Congress can authorize them.

Mest imiportantly, the three funds authorised in the legislation
are passively managed funds, not subdect to political manipulation.
A preat deal of concern was raised about the possibility of political
manﬁpu!aﬁm of !m’%e 1z of thrift plan money. This legislation

s designed to preclude that possibility.

Concerns over the spectar of political involvement in the thrift

lan managemient seem to focus on two distinet swes. One, the

nwrd, composed of Presidential appointees, could be susceptible to
pressure from sn Administration. Two, the Congessz might be
tempted {o use the large pool of thrift money for palitical purposes.
Neither case would be likely to ecour given present legal anmw
stitutional restraints,

The Bourd members and employess sre subject to astrict Aductary
rules, They mugt invest the Fﬁmﬁniz‘ and manage the funds solely for
the benefit of the participants A breach of these responsibilities
would make the fiduciaries civilly and criminally liable.

The structure of the funds themselves prevents political manipu-
lation. The Government Securities In%&fment Fund ju invested in
nenmarketable special issues of the Treasury pegged to a certain
average interast rate. The Fixed Income Investment Fund is com-
posed of guaranteed investment contracts, certificates of deposits or
other fixed instruments in which the Board rontracts with Insur

1518
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LEGISLATIVE HISTORY
Pi. 99-33%
ipage 137}
ance compantes, banks and the like to provide it with a fixed rate
of return over o apecifed period of time. The Board would have no
knowledge of the specific inveatments.

Finally, the stock index fund is one in which s tommon stock
index such as Standard & Poor’s 500 or Wilshire's 5000 Is used as
the mechaniam to allocate investments from the fund to various
atocks. A comunon stock index i o composite of stocks which moves
up and down in value ay prices of the stocks change. An index fund
then allocates its investments to the stocks in the index in the
same or similar ratio that the value of a given stock has to the
total value of all of the stocls in the index. Thus, the actual deci.
ston to buy or sell 3 given stock is determined by the market place,
ie, the ratic of values of stock within the index. As the relative
values change, the investments from the fund change. Hence no in-
dividual or p of individuals are capable of manipulating invest-
ments. The legislation bars Board members, the Executive Director
and employees from voling proxies owned by the stock Index fand.

investment approach chosen by the conferees i patternid
after corporate, state and local government, and the few eﬁsﬁing
Federal penslon fands, Political manipulation is unlikely and woul
be wrdawiul.
A5 to the issue of Congress tampering with the thrift funds, the
inherent nature of & thrift plan precludes that possibility. Unlike o
defined benefit plan where an employer essentinlly promises a cer-
tain bepefit, & thrift plan i5 sn employee savings plan. In other
words, the employess own the money., The money, in essence, is
held in trust for the employee and managed and invested on the
employes’s bahalf until the smployee is eligible to recedve it. This
arrangement confers upon the employee property and other legal
rights to the contributions and their earnings. Whether the monev
is invested in Government or private securities is immaterial with
respect 1o employee ownership. The emploves owns i, and it
cannot be tampered with by any entity incleding Congress,

Drawing parallels betwenn corporate reversions from overfunded
pension plans and state legislative initiatives to use state pengion
monies for certain political purposss is irvelevant in this case.
These examples are of funded defined benefit plans where the
menies de not belong to the emplovees but, rather, ate arrange-
ments to fund a statutery or contractual benefit. In thia case, the
vested monies of the thift plan belong to the employoes.

Becavee of the many toncerns raised, the conforees spent more
time on this issue than any other. Proposals were made to decen-
tralize the investment management and to give employees more
choice by permitting them to choose their own financial institution
in which 1o invest. While the conferecs appland the mse of IRAs,
they find such an approach for an employersponsored retirement
program inappropriate. In fact, the conferees received advice from
the Department of the Treasury that such a plan would not even
gualily as an employer-sponsored plan, thus Insing its favoreble tax
treatment. .

The conferees concur with the resolution of thiz fssue sy din-
cussed in the Senate report (89-186) on this legislation:

1820
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employee retivement dollars --

MR. SAUBER: Is that acceptable to
sveryone?

MS. KURTZ: Can you repeat it?

ME. RICHARDS: Sure. Whereas any

s

development of a new fund nmust come from an
independent process that promotes integrity in the
investment of federal employee retirement dollars --

MR. SAUBER: 1 would just say employee
retirement funds, maybe?

MR. RICHARDS: As opposed tg dollars?

MR. SAUBER: As opposed to dollars.

MR. RICHARDS: Sure.

MR. SAUBER: Okay. If that’s acceptable,
shall we put it in right behind the line we deleted?

MR. AMELIO: I don’t want to interject.
This is your Council, and your resolution. You’ve
almost got it hit right on the head, when you say
*independent process,” like, initiated or coordinated
by the Plan’s fiduciaries.

MR. RICHARDS: Okay.

MR. AMELIO: Is that something that might

ACE-FEDERAL REPORTERS, INC.
Nationwide Coverage
202-347.5700 1309.3366645 “W,gg(H IBIT 16
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make sense?
MR. RICHARDS: A process initiated -~
MR. AMELIO: I would say initiated and
coordinated by the Plan -- by the TSP’s fiduciaries.

MR. SAUBER: That’s acceptable to me.

MR, RICHARDS: 8o, should I re-read that?

MR. SAUBER: Yeah, why don‘t you do it one
more time?

MR. RICHARDS: Okay. Whereas any
development of a new fund must come from an
independent process, initiated and ceordinated by the
Plan’s fiduciaries, that promotes integrity in the
inveatment of federal employee retirement funds --

MR. SAUBER: Okay.

MS. KURTZ: There’s a bit of a problem.

It seems to me that we are predetermining the only
process that might be used, and the future might
unfold something we haven’t conceived vet or we
haven’'t thought about yet. We are limiting ourselves
in advance, do you think?

It sounds good, and I’'m not sure that

there will ever be an exception, but theres could

ACE-FEDERAL REPORTERS, INC.

Nationwide Coverage
202:347-3700 800-336-6646 41@5%?%?('_‘ IBIT 16
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MAR-P¥2-05 17:.06 FROM:FRTIH 10:2029421876 FAGE
o
+ FEDERAL RETIREMENT THRIFT INVESTMENT BOARD
X X ) 1280 H Street, NW  Washingten, DC 20008
3
THRIFT
SAVENGS

Ran

AMENDED MINUTES OF THE MEETING OF THE BOARD MEMBERS

January 1%. 2005

Andrew M. Saul, Chairman of the Federal Retirement Thrift
investment Board, convened a meeting of the Board members on
January 19, 2005, at 9:085 a.wm., Bastern Standard Time. The
meeting was open to the public at the Board's offices at 1250 H
Streest, N.W., Washington, D.C. In attendance were Thomas A.
Pink of Alaska, member (by telephone); Gordon J. Whiting of New
York, member; Alejandro M. Sanchez of Florida, member; Terrence
A. Duffy of Illinois, member; Gary A. Amelio, Executive Direc-
tor; and Thomas K. BEmswiler, Acting Secretary. Other agency
representatives attending were David L. Black, Director, Ac-
counting; Pamela-Jeanne Moran, Director, Benefits Services;
James B. Petyick, Director, Investments; Lawrence Stiffler, Di-
rector, Automated Systems; Thomas J. Trabucco, Dirsctor, Exter-
nal Affairs; and Robert Battersby, Comtracting Officer. Also in
attendance was a representative from the Department of Labor.

1. Approval of the minutes of the December 20, 2004,
Beard member meelting.

Chairman Saul entertained a motion for the approval of
the minutes of the open portion of the Decewber 20, 2004, Board
member meeting. Mr. Fink proposed amending the last sentence of
paxagraph d. of section 2. to read: "The .average cost per par-
ticipant for 2004 is expected to be $31, which is less than pri-
vate sector plans.”

The following motion was made, seconded, and adopted
without objection:

MOTION: That the minutes of the open portion of
the RBoard member meeting held on December 20,
2004, be approved as amended.

2. Thrift Savings Plan (TSP} activity xeport by the
BExecutive Director.

EXHIBIT 17
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a. Beoard meetings.

Board meetings will continue to be on the third
Monday of each month with the exception of the February meeting.
Due to the heliday, the February meeting will be on February 22.
The May and June meetings are tentatively scheduled for Atlauta
and Pittsburgh respectively and will include due diligence vis-
its to Agency vendors.

b, Life cycle funds.

Mercer Investment Consulting, Inc. has recom-
wmended five life cycle funds: a current incowme fund, a 2010
fund, a 2020 fund, a 2030 fund, and a 2040 fund. The dates re-
flect the year in which the participant would expect Lo begin
drawing down his or her account. As we approach 2010, that fund
will collapse into the current income fund and we would estab-
lish a new 2050 fund.

SI Internmational will be testing to determine
whether it is efficient to rebalance life cycle accounts daily.
Rebalancing daily will reduce transaction costs. If it proves
inefficient, we will rebalance weekly. We will reallocate the
funds quarterly.

After a competitive process, the Agency selected
CitiStreet (a joint venture of CitiBank, New York and State
Street Bank, Boston) to provide communications assistance for
the life cycle funds. CitiStreet will develop the names for the
life cycle funds as well as the communications strategy. The
goal is to reoll-out the life cycle funds on July 1, 2005, but a
one to three month delay is possible.

The G Pund will continue to be the default fund
since a legislative change is necessary to make life cycle funds
the default investment option. As part of a long-term, communi-
cations plan, FRTIB staff will contact participants who remain
in the G Fund six months after roll-out of the life cycle Ffunds
to remind them these new investment options are available.

Mr. Amelioc suggested we seek legislation making the life cycle
funds the default fund after we introduce the new funds. Mr.
Trabucco stated that he had had preliminary discussions with
Congressional staff members regarding this and they seemed re-
ceptive to it. Mr. Fink and Mr. Sanchez recommended leaving the
G Fund as thes default fund. Both believed that participants
should make their own investment decisions because the market
might experience a downturn and participants should acknowledge

EXHIBIT 17
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such a risk before investing in any fund other than the G Fund.
Both believed it was important that we inform and educate par-
ticipants about all available funds. Mr. Saul recommended that
we wait until after implementation to decide which course to
pursue.

c. Lock box.

The Treasury Department selected U.S. Bank in St.
Louis to be our lock box vender. We had sought a bank in the
northeast that would be cleoser to the Agency; however, we were
able to implement the lock box service gix to nine wmonths sooner
by using U.S. Bank. We will begin testing in February and plan
to implement the service in March. We esgtimate that using the
lock box to process checks will save approximately $700,000 per
year.

d. Legislative report.

Mr. Trabucce reported that the leadership of the
Senate Government Affairs Committes and the House Government Re-
form Committee will remain the same in the new Congress, al-
chough the Senate Committee will change its name to the Commit-
tee on Howeland Security and CGovernmental Affairs. The Senate
and House subcommittees are being reorganized and it is not yet
clear which Senate subcommittee will exercise oversight over the
FRTIB, noxr has the leadership of either subcommittee been detexr-
wined. Mr. Fink regquested a memorandum on this once everything
is determined.

Mr. Sanchez asked whether Congress has asked the
Agency to provide information about the TSP in view of the
President’'s plan to partially privatize Social Security. Mr.
Trabucco reported that we have been asked and that we received
similar calls for information under previous administrations.
Mr. Amelic requested that the Office of General Counsel and the
Office of External Affairs provide guidance to him and to the
Beoard members regarding the permissible scope of comments they
could make regarding the President’s plan.

e. Cpen seasons.

Mr. Amelioc reported that the last open season
will be April 15 through June 30, 2005. As of July 1, 2005,
participants will be able to change the amount of their contri-
butions as often as they like. Ms. Moran noted that her Office
is communicating this news to the participants.

3 EXHIBIT 17
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£, ¥&a1 esrate investment trusts (REITs) .

Mr. Amelio reported that an industry group con-
vinues to lobby Congress to add a REITs fund as a TSP investment
option. Mr. Amelio noted that if the Agency ware to congider
adding any fund it would be prudent to engage an investment con-
sultant to review all investwent options. Mr. Saul noted that
TS8P participants already have significant amounts of REITs
through the € and § Funds. Real estate stocks represent 1 per-
cent of the € Fund and & percent of the § Fund. A fund with as-
sets the size of the TS8P would yank, as of December 2004, as the
ninth largest holder of REITs, according to Morningstaxr, or
fourteenth, according to Pensions and Investments.

g. Uniformed serviceg participation rates.

Mr. Sanchez remarked that over 26,000 new uni-
formed service members joined the TSP from November to December
2004. In addition to this impressive growth, he pointed out
that nearly 40 percent of active duty Navy personnel were now
participating in the TSP.

2. Investment report and participation review.

Mr. Petrick provided the Board members with a report
on the performsnce of the G, ¥, C, &, and I Punds during the
fourth quarter of 2004, as dizcussed in the Executive Director’'s
memorandum dated January 7, 2005. Tracking of the appropriate
indices waz quite close in all funds and trading costs wers
again small (in fact the § Fund made a profit on trading). The
TSP’'s average expense ratioc was & basis points. Barclays’ Pproxy
woting report, which covered the third quarter of 2004, noted no
exceptions.

The members then made, seconded, and adopted the fol-
lowing resolution by unanimous vote:

RESOLUTION

WHERBAS the Federal BEmployees’ Retirement System Act
of 1986, as amended (5 U.S.C. § 8401 gt seg.) provides
that the Board members shall establish policies for
the investment and management of the Thrift Savings
Fund (5 U.S.C. § 8472(£) (1) and (2)); and

WHEREAS the Board members at this meeting have re-
viewed the investment performance and investment poli-~

4

NULE D AUS~ FREASLIaL KEPLLLELS, LS. s HGWS @ ¥ Sk arta b nii e b dis ate g = o
‘this meeting.
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cies of the Government Securities Investment Fund, the
Pixzed Income Investment Fund, the Common Stock Index
Investment Fund, the Small Capitalization Stock Index
Fund, and the International Stock Index Investment
Fund; and

WHEREAS the Board members are satisfied with the in-
vestment performance and investment policies of these
Punds;

NOW THEREFORE BE IT RESOLVED that the current invest-
ment policies for the Government Securities Investment
Fund, the Fixed Income Investment Fund, the Common
Stock Index Investment Fund, the Small Capitalization
stock Index Fund, and the Interxnational Stock Index
Invegtment Fund are affirmed without change.

2. Cloged sesgion.

Prior to the meeting, on a vote taken by the Secre-
tary, the Board mewbers voted unanimously to close the wmeeting
for a discussion of personnel and contracting matters. FPresent
during the discussion of contracting matters were the Board mem-
bers, Mr. Amelio, Me. Moran, Mr. Petrick, Mr. stiffler, and Mr.
Emswiler. Present during the discussion of personnel matters
were the Board members, Mr. Amelio and Mr. Emswilex.

Whereupon, there being no further business, the following
motion was made, seconded, and adopted without obiection, and

- Chairman Saul adjourned the weeting at 11:15 a.wm.:

MOTION: That this meering be adjourned.

Elizabeth S. Woodruff~_)
Secretary

NOTE: Ace-Federal Reporters, Inc., made = verbatim transcript of
this meeting.

EXHIBIT 17
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-~ I continue to realize how naive and politlically

MR. AMELIO: But T was sfartled when I
read, not only the tenor of thase guestions, but the
tons. We're going to respond in kind and I'm geing

o make th tions public. The hearing was

public, I m guling public. We’'ll give vou copies and

I intend Lo give the media copies. They ought to see
whan's going on behind the scenss. And now that I

finally have these guestions in writing instead of
ust sitring in a room up thare and hearing io, I
think everybody else can gee what's going on.
Alchough, frankly, the medis knows what’s gons on.
Some of thew have already wentioned £o me through
thelr resoearsh they're well aware of what's qoing on.

S0 that’sg where we are right now.

ME. STRUMBOTKE: What kind of gime

are you on for respouse to the guessticns?
MR, AMELIO: I plan on taking every day [
have available.

¥R, TRABDOUO: They did not give us a

ACE-FEDERAL REPORTERS, INC.

Nationwide Covernge
UR-MT-I70 H03-336-5646 A10-684-F35
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159301 .ALL 31
DAY/ wat
z Fuard e
2 NG response )
3 ) MER. BAUBER: Well, good, keep up the good
4 work. That seems Lo be going well.
5 The naxt ttem iz to discusg the hiring of
& an investment consultant. L dorn’t know, Uary, if
K chis is -- in my mind, I always connect this with the
a iggue that we've dealt with over the last couple of
@ years with the gifs by the rea. sstate
10 expand the punbker of options in the Plan.
11 I krow that in the ccurse of your work in
12 running the Plan. chat you’re always Iooking at othar
13 ivestment oplions, but, to wme, this is a bimely
14 thing ©o have thig -- to make this move, becausze it
15 doea -- I think it will slow dowa that train, that
H rush on Capitol Hill by some people on the Committees
17 to gort of rush ahead and sovt of satiszfy sose
i3 constitusnts and push ahead with trying to force a
1% real estate fund onto us, whether we want it or nat.
26 Be, I'm very plessed that this stsp was
3] : taken, If for no obther reason, thabt we slow down,
32 take an honest lcok af this, acd not be wmaking thess
ACE-FEDERAL REPORTERS, INC.
MNaticnwade Coverage
R TER B TH5546
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37
xinds of eperstional decis_ons on the Hlsis of
poli;ics,

And s maybe vou oould fill in the members
the Council about the decizion and how you went
about it and what they'll be doing for us,
ME . AWMELIO: oOkay, we did hire an
investmens consultant, The inveastment consultant is

from Chicage, Ennis Enupp, and we anticipsle the

value of this consulting contract to be somewhere in

I
73

the range of $175,000 to $360,0080 over the fivesv yeoar
of ths contract.

Let me tell you why I wanted to proceed

and bring a consultant in. ¥We'wve never had an

wastment consultant in this Plan's history.

If you g o the private sector, you wWill
find thac virtwvally svery plan hag a consultant.
These investment coneultants bring a ;0; of dindusbzy
expertise that simply doewr not exist inhouse, becausse

of their familiarity with a broad se

industry and the Plan and what they cmn provide

&
o
[£4

ug on & short-term basis.
How, thave are Four reasons I wanted to
ACE-FEDERAL REPORTERS, INC.

Natiorwide Coverage
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fer thelr own

partivipante can feel fyee, if they want to send me a

letter or whatever, and, believe, me I zeb them, but
v e

Loour aenaunitant

I would prather they would

MR, BAUMRR: T’m surce thal ameng our

240,000 letter carriers, there are soms investme

s out Chere who can help you.

iLavghiter b

ME. AMELIG: B, wkay, that's where we are
on the i1nvestment conseitant .
MR. SAUREK: Gary, do you get a mense -- I

koow you provids us with your correspondstcs with the

people on tie Hill, the Chairmen of our Commitbass
that have been dealing with this partaiceiar real
esprate leglslation that was introdoced.

Do you get a sense that, politizaliy, this
isn’t a geod place now, that they're satisfied with
this? I'w not gerting as many phone calls as I used
Lo,

MR, AMELIO: We sent a wvery detailed

Ace-FEDERAL REPORTERS, INC.
Nationwide Coverage
033473790 BO0-1%6-6046
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the Commit: and

taivae of poth, and the Ranking

poth on the House and Senate side,

rave sngagest this consultant, whab

it'e a long-berm process.
‘ " What we’'re doing ig what every fiduciary
in Ameriza deoes in an appropriate manner with theiyr

ive plans. We're well within zhe swest spon

hers on what we should be doing.

1 think the word thab we' ve gotten back is

they understand what we're doing. They are
cowpletely onboard with uas.,  They underatand that
we've hired a consultant, bhat it seems to be a very
oradible thing.

#er've heard no

"

hing. 1s that an accurats

MR, TRABUCCO: Yea. Tn fact, 1 checked

and thers are no plans at thisz ime Lo wove the

That dosan’t mean there isn’t still -~

new co-aponsers arve bsing added to that bBill that’s
being promoted by the REIT iandustry. Theyfre still
dcing what lebbyists do.

ACE-FEDERAL REPORTERS, INC.

Natiomwide Coverage
2023473700 B-3I6-6646
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Mr. PORTER. It is the practice of this committee to administer the
oath to all witnesses, so if you would all please stand, I would like
to administer the oath. Please raise your right hands.

[Witnesses sworn.]

Mr. PORTER. Let the record reflect that the witnesses have an-
swered in the affirmative. Please be seated, as you have.

The first panel, I would like to now invite the panels to come for-
ward. Of course, you are there, and the panel will now be recog-
nized for opening statements. I would ask you each to summarize
your testimony in about 5 minutes. Any fuller statement you may
wish to make will be included in the record. First we will hear from
Mr. Gary Amelio, Executive Director of the Federal Retirement
Thrift Investment Board. After Mr. Amelio, we will hear from Mr.
Thomas Trabucco, the Director of External Affairs for the Federal
Retirement Thrift Investment Board. I would like to thank you
both for being here.

Mr. Amelio.

STATEMENTS OF GARY A. AMELIO, EXECUTIVE DIRECTOR,
FEDERAL RETIREMENT THRIFT INVESTMENT BOARD; AND
THOMAS J. TRABUCCO, DIRECTOR OF EXTERNAL AFFAIRS,
FEDERAL RETIREMENT THRIFT INVESTMENT BOARD

STATEMENT OF GARY A. AMELIO

Mr. AMELIO. Good afternoon. My name is Gary Amelio, and I am
executive director of the Federal Retirement Thrift Investment
Board.

The duties of the executive director are established by law. One
such duty is to meet with the statutorily created Employee Thrift
Advisory Council [ETAC]. This is a duty which I find most useful
and enjoyable. Since I arrived, we have held these meetings twice
each year.

Before coming to the agency nearly 3 years ago, I had 23 years
of private sector experience in the employee benefits, fiduciary in-
dustry. Because much of it involved Taft-Hartley plans, I had a
great deal of experience with union and association leaders. I can
state unequivocally that ETAC members are as knowledgeable
about their plan and as protective of their members’ retirement se-
curity as any of the employee leaders I have worked with through-
out my career.

The letter inviting me to this hearing asked that I discuss the
formulation of the ETAC resolution to oppose H.R. 1578. ETAC
meeting transcripts, which we have provided to this subcommittee,
show that the discussion began more than 2 years ago at the
March 24, 2004, ETAC meeting. At that time ETAC Chairman Jim
Sauber announced that he had been contacted by the REIT lobbyist
who requested such a meeting. As Mr. Sauber explained it, the
REIT advocates wanted to make a pitch for their proposal. He told
ETAC members he had an open mind and told other members they
may be contacted as well.

I had also been contacted by REIT representatives for a meeting.
I advised ETAC that I was also open “to listen to anything within
reason,” but I had sent word through their lobbyist that I did not
want “a hard sales pitch.” I did state for the record my displeasure
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upon learning that my position had been misrepresented as refus-
ing to meet. Nevertheless, I told ETAC that I planned to meet with
the industry association representatives and lobbyists, which I did
on March 30, 2004.

The next ETAC meeting was held on November 9, 2004. Again,
the issue was raised, and Chairman Sauber offered to facilitate a
meeting of interested ETAC members with the REIT representa-
tives. I explained that I had personally met with the trade associa-
tion’s leaders and their lobbyist for 2 hours. I also had my senior
investment staff meet with them a second time to receive further
information and to invite them to present any additional informa-
tion they wished to develop in writing.

I further advised ETAC on November 9th that Tom Trabucco and
I had met with House and Senate staff to discuss the proposal. I
again stated my openness to receiving information, but cited three
specific concerns: liquidity, fee structure, and setting precedent for
other narrowly focused fund additions to the TSP. I was helped at
this point by an ETAC member who demonstrated her knowledge
by pointing out that we already have REITSs in our existing broad-
based domestic stock index of funds.

The Council next met on May 4, 2005, just 2 weeks after this
subcommittee held a hearing on H.R. 1578. I was asked to and
gave Council members a brief on what I had said during the hear-
ing. A number of Council members voiced strong concerns. Others
said they viewed it as an attempt to politicize the TSP. There was
general agreement that each ETAC member would consult with his
or her own organization’s leadership.

With regard to the resolution itself, ETAC Chairman Jim Sauber
contacted us in late January 2006 to advise that he wanted to
schedule an ETAC meeting. This is standard operating procedure
since the law requires the executive director to meet at the request
of the Council.

Tom Trabucco advised me that Mr. Sauber wanted to have a po-
tential resolution for consideration at the meeting. Mr. Sauber had
also asked that the Board’s general counsel, who also serves as the
committee management officer, be consulted to be certain that he
was proceeding consistent with the law. I told Tom to do every-
thing appropriate to support the Council.

The resolution was indeed developed, circulated, raised at the
March 7, 2006, meeting, discussed, amended, and approved. Nine
Council members and three alternates were in attendance. One
Council member—the representative of the uniformed services—ab-
stained because of his unique situation of representing not an em-
ployee organization but the Department of Defense. From my per-
spective as the Federal official to whom the Council provides its
view, the Council had, after 2 years of discussion and review, clear-
ly stated its opposition to the REIT bill.

Thank you.

[The prepared statement of Mr. Amelio follows:]
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STATEMENT OF GARY A. AMELIO, EXECUTIVE DIRECTOR, FEDERAL
RETIREMENT THRIFT INVESTMENT BOARD, BEFORE THE HOUSE
SUBCOMMITTEE ON THE FEDERAL WORKFORCE AND AGENCY ORGANIZATION
APRIL 26, 2006

Good Afternoon Chairman Porter and members of the Subcom-
mittee. My name is Gary Amelic, and I am Executive Director of
the Federal Retirement Thrift Investment Board. I am accompa-
nied by Tom Trabucco, the Agency’'s Director of External Affairs.

In the early stages of planning for the hearing we were
asked whether the Board member recommended by the House of Rep-
resentatives, Mr. Terrvence Duffy, would be available to testify.
He was indeed interested in appearing before the Subcommittee.
Although he was ultimately not invited, we request that his pre-
pared statement be included in the hearing record.

The duties of the Executive Director are established by
law. One such duty is to meet with the statutorily created Em-
ployee Thrift Advisory Council or ETAC. This is a duty which I
find most useful and enjoyable. Since I arrived, we have held
these meetings twice each year.

Before coming to the Agency nearly three years ago, I had
23 years of private sector experience in the employee benefits,
tax, and fiduciary industry. Because much of it involved Taft-
Hartley plans, I had a great deal of experience with union and
association leaders. After five formal meetings (and other in-
formal discussions) with ETAC members, I can state unequivocally
that they are more knowledgeable about their plan and as protec-
tive of their members’ retirement security as any of the em-
ployee leaders I have worked with throughout my career.

The letter inviting me to this hearing asked that I discuss
the formulation of the ETAC resolution to oppose H.R. 1578.
ETAC meeting transcripts (which we have provided to the Subcom-
mittee) show that the discussion began more than two years ago
at the March 24, 2004, ETAC meeting. At that time Chairman
Sauber announced that he had been contacted by the REIT lobbyist
who requested a meeting. As Mr. Sauber explained it, the REIT
advocates wanted to make a pitch for their preoposal. He told
ETAC members he had an open mind and told other members they may
be contacted as well.
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I had also been contacted by REIT representatives for a
meeting. I advised ETAC that I was also open “to listen to any-
thing within reason” but I had sent word through their lobbyist
that I did not want “a hard sales pitch.” (I did state for the
record my displeasure upon learning that my position had been
misrepresented as refusing to meet. Nevertheless, I told ETAC
that I planned to meet with the industry association representa-
tives and lobbyists, which I did on March 30, 2004.)

The next ETAC meeting was held on November 9, 2004. Again
the issue was raised, and Chairman Sauber offered to facilitate
a meeting of interested ETAC members with the REIT representa-
tives. I explained that I had personally met with the trade as-
sociation’s leaders and their lobbyist for two hours. I also
had my senior investment staff meet with them a second time to
receive further information and to invite them to present any
additional information they wished to develop in writing.

I further advised ETAC on November 9 that Tom Trabucco and
I had met with House and Senate staff to discuss the proposal.
I again stated my openness to receiving information but cited
three specific concerns: liquidity, fee structure, and setting
precedent for other narrowly focused fund additions to the TSP.
(T was helped at this point by an ETAC member who demonstrated
her knowledge by pointing out that we already have REITs in our
existing broad based domestic stock index of funds.)

The Council next met on May 4, 2005, just two weeks after
this Subcommittee held a hearing on H.R. 1578. I was asked to
and gave Council members a brief on what I had said during the
hearing. A number of Council members voiced very strong con-
cerns. One talked about her concern that “this set of lobbyists
got to a few congressmen and were successful.” Others said they
viewed it as an attempt to politicize the TSP. There was gen-
eral agreement that each ETAC member would consult with his or
her own organization’s leadership.

With regard to the resolution itself, Council Chairman Jim
Sauber contacted us in late January 2006 to advise that he
wanted to schedule an ETAC meeting. This is standard operating
procedure since the law requires the Executive Director to meet
at the request of the Council.
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Tom Trabucco advised me that Mr. Sauber wanted to have
a potential resolution for consideration at the meeting.
Mr. Sauber had also asked that the Board’s General Counsel (who
also serves as the Committee Management Officer) be consulted to
be certain that he was proceeding consistent with the law. I
told Tom to do everything appropriate to support the Council.

The resolution was indeed developed, circulated, raised at
the March 7, 2006, meeting, discussed, amended and approved.
Nine Council members and three alternates were in attendance.
One Council member -- the representative of the uniformed ser-
vices -- abstained because of his unique situation of represent-
ing not an employee organization but the Department of Defense.
From my perspective as the Federal Official to whom the Council
provides its view, the Council had after two years of discussion
and review, clearly stated its opposition to the REIT bill.

I am pleased to respond to your guestions.
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Mr. PORTER. Thank you for your testimony.
Mr. Trabucco, welcome.

STATEMENT OF THOMAS J. TRABUCCO

Mr. TRABUCCO. Thank you. Good afternoon, Chairman Porter,
Congressman Davis, members of the subcommittee. My name is
Tom Trabucco, and I am the director of external affairs for the Fed-
eral Retirement Thrift Investment Board. My position includes
three main areas of responsibility: legislative affairs, the press, and
relations with the unions and associations representing Federal
and postal employees. I also serve as the agency’s spokesman when
the executive director is not available.

I have served in this position for nearly 20 years as a career
member of the Senior Executive Service. Before that, I served for
a total of 13 years, handling legislative matters for two organiza-
tions, the National Association of Retired Federal Employees and
the National Federation of Federal Employees, as well as a staff
member to the predecessor of this committee.

Since coming to the Thrift Investment Board in 1987, it has been
my great privilege to work with many outstanding individuals in
the agency, the employee organizations, the executive branch and
the Congress, who were completely dedicated to the success of the
Thrift Savings Plan. There has been a truly exceptional effort to
assure those who placed their retirement savings in the TSP, that
this plan will be managed solely in their interest by expert fidu-
ciaries.

This does not mean there have not been different views openly
expressed. My prepared statement includes some examples.

When Congress created the TSP, it recognized that the experts
who serve as the plan fiduciaries, the board members and the exec-
utive director, would not necessarily be familiar with the Federal
work force. To ensure that the employees eligible to participate had
top-level input into all investment and administrative matters con-
sidered by the board, the House committee proposed the Employee
Thrift Advisory Council. The Council was created and has func-
tioned exactly as envisioned ever since.

Part of my job at the board is to serve as the secretary to the
Council. In this role I am the primary point of contact between
Council members and the executive director. Council members are
appointed by the chairman of the board from organizations pre-
scribed by law. I manage the process by which nominations are so-
licited from the presidents of each of these unions and associations.
I am also responsible for filing the annual reports regarding Coun-
cil activities, as required by the Federal Advisory Committee Act,
and for performing other administrative support functions.

By law, the executive director meets at the request of the Coun-
cil. T normally receive the first call that a meeting is being re-
quested. I coordinate with the committee management officer to de-
velop the meeting notice and forward the agenda for publication in
the Federal Register. As Executive Director Amelio stated, I re-
sponded to Chairman Sauber’s request regarding his resolution op-
posing REITs. He told me the points that he wanted in the resolu-
tion, and asked that I run them by the general counsel to ensure
that they were put in proper legal language and that he was prop-
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eréydfollowing the statutory provision regarding Council resolutions.
I did so.

The general counsel advised me that the resolution I drafted,
based on Chairman Sauber’s specifications, was fine, and that his
actions were consistent with both the law and the ETAC charter.
A copy of that charter is attached to my testimony. She further ad-
vised that Mr. Sauber should be sure to circulate his resolution in
advance of the meeting.

I forwarded the file that I had created to Mr. Sauber. I recall
that he made two rounds of revisions, which he circulated to Coun-
cil members in advance and copied to me. I also asked him before
the meeting to send me his final version so we had a copy that
could be promptly edited to reflect any amendments made at the
meeting. The resolution was indeed again revised at the ETAC
meeting. Board staff promptly produced a final version for ETAC
members at the meeting, and it was approved by the Council.

That concludes my prepared statement. I would be pleased to re-
spond to any questions.

[The prepared statement of Mr. Trabucco follows:]
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STATEMENT BY THOMAS J. TRABUCCO, DIRECTOR OF EXTERNAL AFFAIRS,

FEDERAL RETIREMENT THRIFT INVESTMENT BCARD, BEFORE THE HOUSE

SUBCOMMITTEE ON THE FEDERAL WORKFORCE AND AGENCY ORGANIZATION
APRIL 26, 2006

Good Afternoon Mr. Chairman and members of the Subcommit-
tee. My name is Tom Trabucco and I am the Director of External
Affairs for the Federal Retirement Thrift Investment Board. My
position includes three main areas of responsibility -- legisla-
tive affairs, the press, and relations with the unions and asso-
ciations representing Federal and Postal employees. I also
serve as the Agency's spokesman when the Executive Director is
not available.

I have served in this position for nearly twenty years as a
career member of the Senior Executive Service. Before that I
sexrved for a total of thirteen years handling legislative mat-
ters for two organizations -- the National Association of Re-
tired Federal Employees and the National Federation of Federal
Employees -- and as a staff member to the predecessor of this
committee.

Since coming to the Thrift Investment Board in 1987, it has
been my great privilege to work with many outstanding individu-
als in the Agency, the employee organizations, the Executive
branch and the Congress who were completely dedicated to the
success of the Thrift Savings Plan. There has been a truly ex-
ceptional effort to assure those who place their retirement sav-
ings in the TSP that this plan would be managed solely in their
interest by expert fiduciaries.

This does not mean there have not been different views
openly expressed. In a 1989 hearing, the Chairman of the
Board’s House authorizing subcommittee strongly urged the Execu-
tive Director to support a policy that would disinvest in cer-
tain companies doing business in Northern Ireland or South Af-
rica. The Executive Director at that time respectfully de-
clined. The Mortgage Bankers Association and others sought leg-
islation to establish a mortgage backed securities fund in the
TSP. The Board opposed this, and it was not advanced in the
Congress.

Certain Members of Congress have also promoted legislation
to require a small and minority-owned business fund, a precious
metals fund, a corporate responsibility fund, and other addi-
tional TSP investments or divestments over the Agency’'s twenty-
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year history. The Board examined and opposed each of these pro-
posals. Although the Congress could have enacted any of these
proposals over the objections of the Board, the proponents ulti-
mately decided to defer to the fiduciaries who are required to
act solely in the interest of TSP participants and beneficiar-
ies.

When Congress created the TSP, it recognized that the ex-
perts who serve as the Plan fiduciaries -- the Board Members and
Executive Director -- would not necesgsarily be familiar with the
Federal workforce. To ensure that the employees eligible to
participate had top-level input into all investment and adminis-
trative matters considered by the Board, the House committee
proposed the Employee Thrift Advisory Council. The Council was
created and has functioned exactly as envisioned ever since.

Although the Executive Director and the ETAC have worked
together over the years, they have sometimes disagreed. For ex-
ample, at the Subcommittee hearing in 1989 the Council Chairman
made clear that his and many other ETAC organizations supported
restrictions on investments in South Africa and Northern Ire-
land. More recently, some Council members have sought IRA type
features for the TSP as well as other changes that are not being
actively pursued at this time. These matters remain under ac-
tive discussion, however. It is my expectation that future Ex-
ecutive Directors and Councils will continue to see the wisdom
of discussing and agreeably working through issues to reach con-
sensus for the benefit of Plan participants.

Part of my job at the Board is to serve as the secretary to
the Council. In this role, I am the primary point of contact
between Council Members and the Executive Director. Council
members are appointed by the Chairman of the Board from organi-
zations prescribed by law. I manage the process by which nomi-
nations are solicited from the presidents of each of these un-
ions and associations. I am also responsible for filing the an-
nual reports regarding Council activities as reguired by the
Federal Advisory Committee Act and performing other administra-
tive support functions.

By law, the Executive Director meets at the request of the
Council. I normally receive the first call that a meeting is
being requested. I coordinate with the Committee Management
Officer (the Agency’s General Counsel) to develop the meeting
notice and forward the agenda for publication in the Federal
Register. As Executive Director Amelio stated, I responded to

- 2 -
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Chairman Sauber’s request regarding his resolution opposing
REITs. He told me the points that he wanted in the resolution
and asked that I run them by the General Counsel to ensure that
they were put in the proper legal language and that he was prop-
erly following the statutory provision regarding Council resolu-
tions. I did so.

The General Counsel advised me that the resoclution I
drafted based on Chairman Sauber’'s specifications was fine and
that his actions were consistent with both the law and the ETAC
charter. A copy of that charter is attached. She further ad-
vised that Mr. Sauber should be sure to circulate his resolution
in advance of the meeting.

I forwarded the file that I had created to Mr. Sauber.

I recall that Mr. Sauber made two rounds of revisions which he
circulated to Council members and copied to me. I also asked
him just before the meeting to send me his final version so we
had a copy that could be promptly edited to reflect any amend-
ments made at the meeting. The resolution was indeed again re-
vised at the ETAC meeting. Board staff promptly produced a fi-
nal version for ETAC members at the meeting and it was approved
by the Council.

That concludes my prepared statement. I would be pleased
to respond to any guestions you may have regarding the Employee
Thrift Advisory Council.

Attachment
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Mr. PORTER. Thank you very much. We appreciate your testi-
mony.

I would like to begin questioning regarding a subcommittee hear-
ing we had last year on H.R. 1578. In our hearing on April 19,
2005, on H.R. 1578, Mr. Amelio, did you ask the subcommittee to
delay action on H.R. 1578 until after you studied the investment
options for TSP?

Mr. AMELIO. I believe that I did.

Mr. PORTER. And we have done that, correct?

Mr. AMELIO. I believe that you have, yes.

Mr. PORTER. After we held our hearing on April 19th, we sent
you written questions for the record to answer, as our usual prac-
tice after a hearing. I want to read something from the May 4,
2005 Employee Thrift Advisory Council. This is a transcript of an
exchange between you, Mr. Amelio, and Mr. Strombotne—pardon
me if I mispronounced the name—discussing the questions for the
record asked by the subcommittee following the hearing of April 19,
2005. It is exhibit No. 18.

I am quoting Mr. Amelio. “But I was startled when I read, not
only the tenor of the questions from the subcommittee, but the
tone. We're going to respond in kind, and I'm going to make these
questions public. I'm going public. We'll give copies, and I intend
to give the media copies. They ought to see what’s going on behind
the scenes.” Now, remember, this was after our meeting April 19th.
This is for the full committee. This is after our meeting. This is Mr.
Amelio. “We're going to go public. And now I finally have these
questions in writing instead of just sitting in a room up there and
hearing it. I think everybody else should see what’s going on, al-
though, frankly, the media knows what’s going on. Some of them
have already mentioned to me through their research they’re well
aware of what’s going on, so that’s where we are right now.

Mr. Strombotne: ‘What kind of time schedule are you on for re-
sponse to their questions?

Mr. Amelio: ‘I plan taking every day I have available.” From a
transcript of May 4, 2005, ETAC meeting, page 77, emphasis
added.”

Mr. Amelio, what you mean when you said, “I'm going public?”
Were you suggesting waging a media campaign against Members
of Congress? Why were you so upset with Congress simply because
we were asking questions? Can you answer my question?

Mr. AMELIO. I have a recollection. I just saw before the meeting,
those transcripts, and my recollection is I believe that the ques-
tions that were submitted to us did not reflect an understanding
of the information that we attempted to put forth, that we were
going to do a full review. It appeared to me that they were driven
by the industry, and that they were directed at a single fund rather
than an in toto review of all available options.

Mr. PORTER. What did you mean when you said you were going
to go public?

Mr. AMELIO. Keep this—just as we’re doing now, be very open
about this so that the plan’s participants could see the board feels
that to exercise its fiduciary duty, we need to know—or the partici-
pants need to know that we as fiduciaries are going to exercise our
duty and ensure that we review every plan option and not simply



100

focus on one particular option at one particular point, that we
wanted to have an independent consultant do the full review of all
investment options.

Mr. PORTER. Why then did you say you were going to wage a
media campaign against Congress?

Mr. AMELIO. I don’t recall. If it’s in there, then I said it.

Mr. PORTER. It is in there.

Mr. AMELIO. OK. Well, I haven’t, so——

Mr. PORTER. Why would you say that?

Mr. AMELIO. I have no—I don’t know why.

Mr. PORTER. Why were you so upset because Congress was ask-
ing you questions, and why did you complain about the tone of this
subcommittee, that I think is very fair?

Mr. AMELIO. Because, I believe, that the questions, as written,
seemed to be written by the industry, rather than by an independ-
ent objective group, which I assume that the subcommittee, the
role that you would take is the same role that the fiduciaries would
take.

Mr. PORTER. So you are saying that those questions were written
by the industry is why you were going to——

Mr. AMELIO. No, I don’t know who wrote them.

Mr. PORTER [continuing]. Take the time to go to the media be-
cause you thought they were written by the industry?

Mr. AMELIO. I don’t know who wrote them. It was just my own
impression.

Mr. PORTER. Or were you afraid to answer those questions?

Mr. AMELIO. Not at all.

Mr. PORTER. On July 5th, Senators Collins, Lieberman,
Voinovich, wrote to Chairman Saul. The Senators noted that the
FRTIB was undertaking a review of investment options for Thrift
Savings Plan. Senators requested a written report of the findings
and recommendations of the review by January 1, 2006. That is ex-
hibit No. 6.

The next day, July 6th, Chairman Davis, Representatives Wax-
man, Danny Davis, myself, wrote to Chairman Saul to request a
written report on TSP investments by January 1st. The letter stat-
ed, “We look forward to the completion of the study and your rec-
ommendations so that we can consider them and proceed with the
REIT legislation or a version of that legislation, including your rec-
ommendations, in the 109th Congress.”

On August 11th, you, Mr. Amelio, and five board members, re-
spond with a letter to the subcommittee which indicated the board
had issued a request for proposals on April 29th, seeking competi-
tive bids for ongoing expert investment consulting advice, exhibit
No. 8.

In the letter the board stated it expected to select an investment
consultant by September 2005.

Mr. Amelio, in the letter of August 11th, a study of the invest-
ment options for TSP is the last work item in the request for pro-
posals; is that correct?

Mr. AMELIO. Is the—in terms of the work the consultant is doing
for us, the fourth item is a review of investment options, that is
correct.

Mr. PORTER. Why was it the fourth?
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Mr. AMELIO. That was a practical measure to comply with Fed-
eral procurement law.

Mr. PORTER. To put it forth was per law?

Mr. AMELIO. No, but we had to get several other things done in
advance of that that were required, and

Mr. PORTER. And what were those things?

Mr. AMELIO. Reviewing the current indexes, which had to be
done before we take—go out for RFP on the existing fund man-
agers, which we have to complete by the fall of 2006.

Mr. PORTER. In the letter the board states that the tasks will
need to be completed in the order listed. It is not prudent to estab-
lish firm deadlines on the completion of each task. So the study of
investment options was your lowest priority, correct?

Mr. AMELIO. In the order in which we had to satisfy law, yeah,
it had to be put fourth. I wouldn’t say it was the lowest priority.
I would simply say we had to address things that the law required
us to first.

Mr. PORTER. Why did you refuse to accelerate the study of the
investment options? Was it in defiance of Congress and the Senate?

Mr. AMELIO. Not at all. We have—the TSP is required under the
statute to operate at low expenses, and therefore, we had to do the
RFP. And in order to get the RFPs completed for the investment
manager, we had to review the indexes first. Those two things had
to be done, one, two. Obviously, then, the study would be completed
after those, which we are doing, but we have indicated we’ll get
them done before the close of 2006.

Mr. PORTER. Mr. Davis.

Mr. Davis oOF ILLINOIS. Thank you very much, Mr. Chairman.

Mr. Amelio, you noted in a recent Federal Times article that the
board hired Ennis Knupp to assess the plan’s current investments
and to report back by the end of the year if there were any mate-
rial gaps in the TSP.

I have two questions. One: what will the Ennis Knupp study en-
tail? Can an informed decision be made about adding funds to the
TSP without this assessment? And how important is the study in
determining which funds if any should be added to the TSP?

Mr. AMELIO. Ennis Knupp is an independent nationally re-
nowned investment consulting firm. They will—their study of the
universe of options will consist of two pieces. First, they will look
at the existing funds and determine whether there are any mate-
rial gap in the funds.

The second thing they will do is, if they believe there is a mate-
rial gap, look at the industry and determine whether there is any
product out there that could appropriately fill the material gap.
That study will include, but it certainly will not be limited to
REITs. It will look at emerging markets. It will look at bonds. It
will look at TIPs. It will look at any variety of investments. That
is the way any appropriate fiduciary that is charged with managing
an employee benefit plan does look at a participant directed plan.
It would, I believe, be a breach of fiduciary duty to simply look at
one fund without looking at the fund lineup and seeing what’s in
there or what isn’t and make a decision on that basis.

Mr. DAvis OF ILLINOIS. So one would be in a better position to
make a decision with the information that would be generated than
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they are without the information that would be generated once the
study is completed?

Mr. AMELIO. Absolutely, yes, sir.

Mr. Davis oF ILLINOIS. Would you say that would be the common
opinion of other experts in the field?

Mr. AMELIO. I believe that every fiduciary of a participant di-
rected defined contribution plan in this country would take the
same approach, and the larger the plan, the more important it is
that process be followed because of issues like liquidity and fees
and availability of products to the plan, yes, sir.

Mr. Davis ofF ILLINOIS. Mr. Terrence Duffy, chairman of the
Board of the Chicago Mercantile Exchange and the House of Rep-
resentatives’ nominee to the Thrift Savings Board, in written testi-
mony submitted for this hearing, stated that a technical analysis
demonstrated that the proponents of a REIT fund overstated the
case for such a fund.

What would you think he perhaps meant by making this state-
ment?

Mr. AMELIO. Well, I spent about 22 years in the industry—before
I came into this position—in the private sector, and when pro-
ponents of any investment vehicle—when I say “proponents” I'm
talking about sales people and promoters of investment products—
roll out figures, they roll out figures which put their particular
fund or their particular industry in a better light than some other
person using other figures would do it, and I believe in this case
there were several factors that went into that. We’ve had our chief
investment officer and her staff look into this, and I believe a cou-
ple of the weightings that were used in the study that the REIT
lobbyists put forth could be challenged by others.

For example, I think there was an overweighting of 40 percent
in REITs versus the allocation to equities when most other consult-
ants might only use a 15 percent allocation. The second thing is,
the REIT industry, or the real estate industry certainly got hot for
a few years, but past performance is no indicator of future perform-
ance. I heard those kind of comments before. And if you're invest-
ing based on past performance, it’s like driving a car by looking
through the rear view mirror. It might be reassuring at first, but
it can be dangerous.

Mr. Davis OF ILLINOIS. And so the continuous gathering of infor-
mation really puts you in the most comfortable position to feel that
the benefits of your decisions are going to be favorable?

Mr. AMELIO. It absolutely does. I mean that’s what fiduciaries do.
You have to study all of the options, all of the materials, and I
think it’s particularly important that we get it from an independent
consultant.

Mr. Davis oF ILLINOIS. Thank you very much.

Mr. PORTER. If I could just respond to a couple of the comments
that I don’t think are quite accurate. If we look at rates of return,
Thrift Savings Plan investment fund performance, G Fund from
1988-2005 was 6.5 percent, in 2000-2005 was 5 percent. The I
Fund was 7.7 percent from 1988 to 2005. The fund was from 2000
to 2005, 3.2 percent. The F Fund 7.7 percent from 1988 to 2005,
and we look at 2000 to 2005 of 6.9 percent.
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Now, given these numbers to show an analysis that was done
based upon the investment in REIT funds—and again, I think Fed-
eral employees are capable of making decisions. I trust that they
are smart and intelligent and know what they are doing.

If you look at these funds, the REIT Fund in 1988 to 2005 gained
13.8 percent, compared to the G Fund was 6.5, the I Fund was 7.7,
the F Fund was 7.7, the C Fund was 13.3, the S Fund was 13.6.
The REIT was right up there with the C and the S at 13.8 from
1988 to 2005.

From 2000 to 2005, the REIT Fund increased 20.7 percent, the
G Fund was 5 percent, the I Fund was 3.2 percent, the F Fund was
6.9 percent, the C Fund was 0.2 percent, S Fund was 4.7. The
REIT Fund was 20.7 percent. So if we look at 1988 to 2005, it is
13.8; from 2000—2005 it was 20.7 percent.

I am sorry, maybe we are reading from a different set of stats.

Mr. Davis, Chairman Davis.

OK, Mr. Marchant.

Mr. MARCHANT. Thank you.

Mr. Amelio, in some of the literature that has been given out, it
says that REITs are already a part of the core component, and I
can’t find anything in my material up here that says what part,
what percentage of the core component it is. Do you know offhand,
or is it in our material?

Mr. AMELIO. I can give it to you. I am not sure what all mate-
rials you have there, sir. It is—the REITs are a proportion of the
two domestic equity funds in proportion to their overall totality of
investment in the United States economy. So if you look at the fair
market value of REITs in the TSP as of 3-31-06, it is $1.71 billion
of the current TSP as invested in REITs. We could break that down
because some REITs are held in the C Fund, and other REITs are
held in the S Fund, and I do have those numbers here if you want
to give me a second. But it gets to—oh, here it is. I'm sorry. OK.
$564 million of that is held in the C Fund, and $1.14 billion is held
in the S Fund.

To give you an example as to how that might impact an individ-
ual participant, if you were a participant in the TSP and you put
your account in the appropriate L Fund—and this would be a par-
ticipant who is younger and has a longer time horizon till retire-
ment—approximately 2 percent of your account balance would be
in REITs. And that basically is the same allocation that you might
find if you went out and got an investment advisor to allocate your
entire account versus all the different segments, pharmaceuticals,
banking and finance, oil, energy, etc., if you were to pay an individ-
ual advisor.

And actually, that also ties back somewhat to the chairman’s
point about there’s always a debate in the industry, are you stock
picking or are you doing asset allocation? Most investment advisors
say asset allocation, and that’s what we’re intended to do with
these broad-based index funds that we have in the plan that Con-
gress created, and what we even do more so with the L. Funds,
which are completely asset allocation, as opposed to stock picking,
going out, finding something that’s hot and investing in it at that
particular point in time.
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Mr. MARCHANT. When the board made its decision to not con-
sider this fund until it got the report, did they take into consider-
ation their fiduciary duty, not on the downside and on the protec-
tive side, but on the upside and the potential gain that they were,
in essence, not allowing their investors to take part in? Because if
I am in TSP, and I am, and aggressively in it, and I can’t invest
that money, because of the match, I can’t invest that money any-
where else, and I have some limits on—the TSP board has in es-
sence placed some limits on my investment horizon because I am
getting a match from the Government. To me, it has limited my
ability, not just for the upside, because while the positive returns
are very good, REITs, historically in my portfolio and portfolios
that I have dealt with at Teacher Retirement System in Texas,
Employee Retirement System in Texas, have been used as a hedge
as much as they have for upside potential.

Do you think that the board, once it receives its report, will re-
consider this?

Mr. AMELIO. I think that the board will support the independent
consultant’s report, whatever is in there, as long as it appears rea-
sonable on its face, and I have no reason to believe it wouldn’t.

I would suggest to you that contrary to what’s been said earlier,
this plan is as fully diversified as any plan could be. We cover
every U.S. domestic stock that there is between the index funds,
and Congress did this in 1986. I mean it was genius when they cre-
ated this plan, that it is low cost broad-based index funds, so there
is diversity here.

I also would, to answer the first part of your question, I think
the board very much considered its fiduciary duty. This is a very
impressive board. Although they are politically appointed, they
take their fiduciary duty seriously, and I think they’re acting in the
plan participants’ best interest by wanting to see the independent
review of the expert firm before making a decision.

And, finally, we haven’t said anything bad about REITs. We're
not saying they’re good or bad. We’re simply saying we don’t want
to recommend any fund addition to the committee until we’ve had
an opportunity to review the current lineup and all the potential
possibilities if there are any material gaps. That’s all we'’re saying.

Mr. MARCHANT. Thank you.

Mr. PORTER. Just a point of order for information. Yale Univer-
sity Endowment Chief of Investment, I mentioned in my opening
statement, urges real estate allocation of 20 percent for investors.
Several of the largest hundred public defined plans, including Cali-
fornia Public Employees Retirement System, which is the largest,
and the New York State Teachers Retirement System, allocated
over 6 percent of their total to commercial real estate. I just think
that should be included.

Thank you.

Mr. Van Hollen, questions? I am sorry. Congresswoman, do you
have any questions?

Ms. NORTON. Yes. Just let me make sure my comments were un-
derstood. I think they were. But my comments about the maligning
of the TSP and its danger had nothing to do with the press. I didn’t
think the press reports were distorted. I think they reported. If
there were some corrections and somebody got it wrong, I would,
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with the chairman, decry the notion of not trying to get a comment
from the chairman. One of articles said that they talked with a
spokesman for the chairman, so I think if he has something to
clear up, I would certainly welcome it, because I think it would
benefit this whole discussion.

My comments, they reported campaign contributions. They got
that from the Congressional Record. They got when they were put
in. The nexus and the link is unhealthy. It is unhealthy for this
discussion. It is unhealthy for the fund. The press is in the busi-
ness of reporting. There they did not editorialize on the matter,
and I want to make that clear that I think they were doing their
job.

The fact is, that this Congress is or should be very sensitive to
appearances. We have a lobbying bill that is right this moment still
trying to get enough votes to get the rule passed. This Congress
has become all about lobbying and corruption. So the timing could
not be worse, especially when we are talking about something
where virtually every member was in agreement in the first place.

Mr. Chairman, as you know, I am so perplexed. I was glad to
hear your last question, because you asked about Yale’s 20 percent.
That was in your testimony. Frankly, I was going to ask about it.
That is my alma mater, and it is not a private sector IBM, and
frankly, I was on the board of the Yale Corp., so I know just how
conservative such boards are. That really was going to be my ques-
tion.

I do have a question, because I don’t equate the TSP with IBM
and the private sector. Yale and other charitable institutions, and
their caution is, I think, more what has won the respect of the TSP
over the years. But as I sat here listening to some of the questions,
and once again, glanced at the title of this hearing, I was just per-
plexed. Considering the views and advisory roles of the Employee
Thrift Advisory Council, well, you know, Employee Thrift Advisory
Council is not central here, happens to be important as far as I am
concerned, because actually money is involved. And I think the rea-
son that many of us wanted this hearing is that we should begin
to get some answers because we were being rushed to a vote right
away, got to do it right away, there is some emergency. So we won-
der, my God, let’s see what we can find out.

So I just want to object that we’re talking about the Employee
Thrift Advisory Council that are kind of in the same position we
are, trying to find answers from the people who run the program
itself. Much as I sympathize with them, they can’t possibly be at
the center of our concerns today.

I would like to ask a Yale question. I would like to ask—it is the
kind of question that made me really wonder, Mr. Amelio, about
whether the TSP was stuck in the past or whether it was prepared
to move ahead at our last hearing. I like to compare apples with
apples, not private sector corporations who are in the business of
winning and losing, because the employees of the Federal Govern-
ment are not in that business when they join the TSP.

I would like to ask you if you have looked at relevant, respon-
sible institutions like educational institutions, other such institu-
tions that are substantially invested in the market or under pres-
sure to in fact generate revenue for their endowments and the like,
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and how you are informed, if at all, by what other or similar funds
are doing? And if you could justify the difference between, for ex-
ample—I will just use that as an example, because, Chairman, I
think rightfully—I don’t know if he is from Yale or not, but he
rightfully put this as an example. If not Yale, you can cite some-
body else who hasn’t done the same thing, and that would inform
me of what I don’t yet know.

Mr. AMELIO. Am I allowed to answer?

Mr. PORTER. Please.

Ms. NORTON. You don’t have to ask his permission to answer my
question.

Mr. AMELIO. Well, I was watching the time. I'm sorry.

Ms. NORTON. Oh, I see.

Mr. AMELIO. Just basically, yes, we have. And to just draw a dis-
tinction between the plans you're talking about, the Yale plan and
CalPERS, etc., those plans are what are called actively managed by
managers. Percentages are set up and managers actively buy and
sell in guidelines. The TSP is a participant-directed plan, and you
look at a menu of funds. What we have done, for example, is you
can look at the top 20 funds like the TSP in this country that are
participant directed. You would find, for example, only four of them
have REITs in

Ms. NORTON. Such as, please, such as?

Mr. AMELIO. Such as IBM—they’re not public, theyre private
companies—IBM, General Motors, Ford. I've got a list here. Boeing,
Exxon, Lockheed, Verizon, Northrop, Procter & Gamble, to name a
few. And four of those top 20 do have REITs, but they’re all still
smaller than us, and all of the plans that have REITs have a huge
number of options compared to us, which gets into my concerns
about liquidity and fees.

Ms. NORTON. Mr. Chairman, I am sorry, if I am going over, so
I will not go further. I hope we will have another round. I would
like to ask for the record that the two articles, one from the Fed-
eral Times, the other, be made a part of the record.

Mr. PORTER. No objection.

[The information referred to follows:]
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FederalTimes.com

Playing politics with your TSP
Rejected by TSP, real estate lobby turns to Congress

S TIM KAUFFMAN
Two years ago, the top lobbyist for the real estate investment industry met at the downtown Washington offices of

Gary Amelio, who oversees the Thrift Savings Plan, to make a pitch.

The $180 billion retirement savings plan, which covers 3.5 million civilian and military employees and retirees,
should create a fund tied to income-producing real estate such as hotels and apartment buildings, said Steven
Wechsler, president of the National Association of Real Estate Investment Trusts. Adding such an option, called a
REIT fund, would enable TSP participants to get in on the real estate boon that was under way, Wechsler and his
staff argued.

Amelio and his staff listened, and even invited the group back for a second meeting. But they were unconvinced.
TSP already included real estate investment trusts in two of its five funds, which are linked to a broad cross-section
of investments. But unlike those funds, the proposed REIT fund would be tied to the fortunes of a single sector,
which spelled an unacceptable risk to Amelio and other TSP officials. How could they explain any losses to TSP

members if the real estate market were to plunge, like the once-hot tech sector did some years ago?
“They were simply sales people; they weren't investment experts,” Amelio told Federal Times.

Rejected, the real estate lobby went to Plan B: It hired consultants to pitch the proposal to key lawmakers and
contributed hundreds of thousands of dollars to lawmakers in hopes of advancing 2 bill to accomplish what the
thrift board refused to do.

One of the biggest recipients of the group’s campaign donations was Rep. Jon Porter, R-Nev., who heads the House
Government Reform subcommittee on the federal work force and agency organization. Last April, Porter, along
with 12 other lawmakers, introduced HR 1578, which would create a real estate fund in the TSP, Since then, the
bill has garnered 163 co-sponsors — more than a third of House members.

The real estate association’s political action committee contributed $265,000 to House members who signed onto
the bill — three-quarters of all the money the PAC doled out to House members, campaign records show. In the
same period, the association directed an additional $56,000 through other political action committees that wound
up going to Porter .

Porter was unavailable to comment, said Chad Bungard, Republican staff director for Porter’s subcommittee. But
Bungard denies any connection between campaign contributions and Porter's support for the bill.

"We feel this is the next best option,” Bungard said. “Are we adding it because of lobbying? No.”

Porter plans to call for a vote on the bill at a subcommittee hearing scheduled for April 26, which would send it on
to the fuli Government Reform Committee, Bungard said.

The real estate association’s lobbying efforts have incensed mempbers of the Federal Retirement Thrift Investment
Board, which oversees TSP, and the Employee Thrift Advisory Council, a group of 15 people representing unions
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and management associations that advises the thrift board. The council voted unanimously in March to oppose the

real estate fund.

“They have a vehicle to bring a suggestion, plans, et cetera, to the Thrift Savings Plan as a whole. Those vehicles
are the main board and certainly the advisory council,” said advisory councii member Richard Brown, president of
the Nationai Federation of Federal Employees, during the council’'s March meeting. "They were given access to
those vehicles, and it didn't turn out their way. So they tried the backdoor approach, to go in and lobby Congress.”

The real estate association certainly isn't the first group to try to persuade the thrift board and lawmakers to add a
fund tied to a particular industry. But what's different this time, officials say, is the strong legisiative support the
real estate association has corralied. And that support, those officials say, is directly related to the association’s
dogged lobbying efforts. Between July 2004 and December 2005, the association paid $450,000 to three
Washington firms to lobby Congress, the thrift board, the White House and the Treasury Department for the real

estate fund and other issues, Senate records show.

Those firms employed lobbyists with key ties to the House, including Dan Moll, former deputy staff director of the
House Government Reform Committee, which would need to approve any legislation affecting TSP before it could
be voted on by Congress; and Melissa Schuiman, former policy director to House Minority Whip Steny Hoyer,

whose Maryland district includes hundreds of thousands of active and retired federal workers.
Wechsler said he's baffled by complaints that his group is circumventing the process by speaking to lawmakers.

"Congress has the ultimate responsibility. Speaking to the elected representatives, who are in fact participants of
the plan, seems to be a reasonable proposition to us,” Wechsler said. “There is no end-run. This is a full and open
process where we have communicated, I think, to all parties that are part of the decision-rmaking process, including
Congress.”

The political donations

Since January 2005, the National Association of Real Estate Investment Trusts has dispensed more than $265,000
in direct contributions to 78 of the 163 lawmakers who signed on to the bill, according to the most recent campaign
finance records. Most of those contributions — ranging from $1,000 to $7,500 and averaging $3,300 per lawmaker
- were made within a month or two of the lawmaker signing on to the bill, records show.

Rep. Danny Davis of Dlincis, the ranking Democrat on the work-force subcommittee, said he doesn't believe those
contributions are swaying lawmakers’ decisions on whether to support or oppose the real estate fund — even
though it’s clear that money does play a role in the congressional process.

“There's no way to suggest that money does not have some influence. There’s no way to do that, because it does,”
said Davis, who signed onto the bill in March and hasn't received a campaign contribution from the iobbying group.
“But by the same token, I'm not of the opinion that members of Congress just kind of run to decisions purely on
the basis of who may have given them a campaign contribution.”

Tony Edwards, executive vice president and general counsel of the real estate association, said politicat
contributions have had no bearing on lawmakers’ support for the TSP legislation.

“When we talked to people on the Hill on this, we focused purely on the merits, and contributions are completely
divorced from that,” Edwards said.
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Indeed, more than half of the 163 lawmakers sponsoring the bill have received no direct contribution from the

lobbying group during this term.

Sen. Norm Coleman, R-Minn., who introduced a companion measure in the Senate April 3 that has no co-sponsors,
also has received no direct contributions from the lobbying group.
Politicizing the TSP

But many officials stilt contend the lobbying is having a direct impact, noting the bill has garnered widespread

support even though TSP officials are opposing it and no employees are clamoring for it.

“The decisions are being made on political grounds rather than rational, financial analysis,” said Frank Cavanaugh,
who was the first executive director of Federal Retirement Thrift Investment Board. He has been asked to provide

written testimony to the House subcommittee for the April 26 hearing on the real estate fund.

Because of its size, TSP will always be a target for groups seeking a slice of that money, Cavanaugh said. TSP had
$180 billion in assets as of Feb. 28 and is the largest defined benefit plan in the country. If 10 percent of those
assets were put into REITs, TSP would instantly become the largest REIT investor in the world, giving it incredible

sway in the real estate market.

Current REIT investors have a clear financial incentive to broaden the market to the thrift plan’s participants, said
Mike Miles, a financial consultant and Federal Times columnist who has been asked to submit testimony for the
April 26 hearing. Federal employees eager to tap into the market would be attractive buyers for investors who got
into the market before real estate prices started escalating and are now deciding to sell their shares amid increased

signs that the once-hot real estate market is cooling.

“The way you're successful is, you buy things when they're cheap and sell when they're successful,” Miles said.
“This is potentiaily going to be beneficial to those who currently own REITs and decide they would like to sell
them.”

The real estate lobbying group disputes the notion that it is pushing for the real estate fund to help its own

members.

“Our interest is simply adding another choice to the menu. Nobody is being forced to invest in it; we just think
people should have the option to invest in it,” Edwards said.

A ‘bad precedent’

Proposals to add new funds to the TSP — such as the 1996 addition of the S and ! funds — are studied and
developed by the TSP board and submitted directly to Congress for approval instead of first being cleared by the
White House, even though thrift board members are appointed by the president.

Allowing the real estate association to go directly to Congress to lobby for a new fund would open the floodgates to
other trade associations and industries seeking a slice of the TSP pie, said James Sauber, chairman of the
Employee Thrift Advisory Council.

“This would set a bad precedent If we had organized interests who were coming from the outside and pushing their
favorite investment vehicle,” Sauber said,
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It also could lead to many more plans being added to the TSP, which could overwhelrn and confuse participants

and dilute the strength of having a limited number of broad-based funds, Sauber said.

The thrift board hired Ennis Knupp + Associates to assess the plan’s current investments and to report back by the
end of the year if any sectors are underrepresented, including real estate, and should be given more weight in any
TSP funds, Amelio said.

“Qur position is that REITs are not good or bad,” Amelio said. “All we're saying is, before you add any fund or
investment vehicle to a plan, you have to look at the lineup, determine the material gaps and see if there's any
product out there that would fill that gap.”

Amelio has said TSP's strength lies in its offering of a limited number of broad-based index funds. Adding an
industry-specific fund would be would be a “dramatic change” for the plan, said Tom Trabucco, director of externat
affairs for the thrift board.

Congress should hold off on adding the real estate fund until the independent review can be completed, Amelio
said.

Davis said he and other Democrats on the House Government Reform Committee also would prefer to wait until
the review is completed to decide whether to add the real estate fund to TSP,

"I just want the train to be siowed down enough to have the most information, so hopefully we make the most
informed decision,” he said.

Uitimately, Davis said he would make his decision based on the interests of the plan participants.

"It's the plan I'm most concerned about. If I think it's going to be good to protect the interest of the members of
the plan, and to make sure people get the most out of their resources, then I'm for it. If I think it's going to be
detrimental and not helipful or it’s going to be too risky, then I'm not,” Davis said. "When the deal goes down, 1
have to believe that I've made my determination on the basis of the most informed logic that I can muster.”

Related: Experts debate pros and cons of TSP real estate fund

Related: Special interest groups have targeted TSP before
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Experts debate pros and cons of TSP real estate fund

2y TIM KAUFFMAN

There's no question real estate has been a hot investment in recent years, thanks to skyrocketing prices that seem
to know no end. But should the Thrift Savings Plan jump on the bandwagon and add an investment fund tied solely

to real estate?
That's a question many in Congress are wrestling with,

The answer is a no-brainer, says the trade association representing companies that own, operate and finance
income-producing real estate such as apartments, shopping malls and hotels. It advocates adding a TSP fund tied

exclusively to those companies, called real estate investment trusts (REITs).

According to the association's analysis, REITs achieved a 13.8 percent annual return on average since 1988 when
the federal retirement investment plan began. That's a much higher return than those for TSP's G Fund, F Fund
and I Fund and comparable to the average returns for the S Fund and the most popular option, the C Fund. An
employee who invested $10,000 in a representative sampling of TSP funds in 1988 and put 10 percent into REITs
would have made nearly 7.7 percent more by 2005 than without REITs, the association said.

REITs already get some share of TSP money: real estate investment trusts are inciuded in two of the plan’s five
existing funds. They comprise about 7 percent of the S Fund and about 1 percent of the C Fund. But without a
dedicated REIT fund, participants would never be able to invest enough in REITs to take advantage of those higher
returns, said Steve Wechsler, president and chief executive officer of the National Association of Real Estate

Investment Trusts.

“Under the current plan, federal employees are unable to get the level of real estate investment exposure that a
variety of experts suggest,” Wechsler said, citing recommendations to invest 10 percent to 20 percent of one's
retirement investments in REITs. “It's a matter of diversification and a meaningful exposure to real estate
investment. That is an important detail in this discussion.”

The association’s arguments are fundamentally flawed, however, some critics say. The association’s analysis is
based on how well REITs have performed in the past, and there’s no reason to believe real estate prices will
continue their miraculous upward trend for another 10 or 20 years.

“As a professional, I don't advise people to have a REIT fund,” said Mike Miles, a financial consultant and Federal
Times columnist. "What they're not telling you is if you look at really long-term performance in real estate, it
doesn't fook anything like you would see in the last five years.”

Miles said TSP participants likely would iose money by investing part of their savings in a REIT fund because, over
the fong term, real estate won't perform as well as the other TSP funds.

"1 just can't believe that there's anybody who's trying to solely further the interest of participants who would stand
up and say, ‘You really need to get on the REITs bandwagon,” Miles said.
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Michael Grupe, the real estate assoclation’s executive vice president of research and investor outreach, contends

real estate would hold up well regardless of what period of time you study.

“The issue of whether the real estate market has outperformed in recent years and now is a bad time to invest

because it's bound to go down, I consider that to be a market timing question,” Grupe said.

But latching on to a particular investment vehicle just because it's performed well isnt sound investment policy,
said Gary Amelio, executive director of the Federal Retirement Thrift Investment Board, which oversees TSP.

“You're putting forth one fund and saying, "Let’s make a decision.” That's not how an appropriate fiduciary makes a
decision,” Amelio said. “You do an assessment of all available products and determine, if there’s a material gap,

what's the most appropriate product to filt it.”

Adding a fund tailored around a specific industry would alter the design of TSP, which includes only broad-based
funds that cover a representative sample of nearly all available investments. It's unclear what impact adding such
a narrow fund would have on TSP as a whole, said James Sauber, chairman of the Employee Thrift Advisory

Council, a group of union and management association representatives that advises the thrift board.

“Our view is that it’s just premature until we can do a full assessment,” Sauber said. “If we're going to add such a
fund to the TSP, it's important we follow a process where participants and beneficiaries have a good sense that this
has been looked at solely from their interests and not the interests of anybody else. We want to make sure that if
you do add a fund like this, you do it in the right way.”

Miles said the thrift board would be better off focusing its efforts on encouraging participants to better allocate their
investments in the existing funds.

By failing to add a REIT option, however, TSP is losing ground with other big retirement funds, Wechsler said. Four
of the nine largest 401(k) plans in the private sector have a dedicated REIT option, and federat employees deserve
the same option, he said.

“This is about choice. No one is suggesting a mandatory investment or allocation to real estate,” Wechsier said.

“What is being proposed is that federal workers have the choice, and in general choice is a good thing.”
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Special interest groups have targeted TSP before

2y TIM KAUFFMAN

The current controversy over adding a real estate fund to the Thrift Savings Plan strikes a familiar tone with Frank

Cavanaugh,

As the first executive director of the Federal Retirement Thrift Investment Board, Cavanaugh was charged with
setting up the thrift plan after Congress created it in 1986.

“The ink was hardly dry on the legislation” establishing the plan when Cavanaugh said he was approached by the
muititrillion-dollar housing industry, led by Freddie Mac and Fannie Mae, to add a fund tied to mortgage-backed

securities.

I told them no, and they said, ‘If you don't do it, we'll get the Congress to make you do it,'" Cavanaugh recalled

from his Chevy Chase, Md., home.

In an influential move, the leaders of the House work-force subcommittee at the time rejected the housing
industry’s efforts, Cavanaugh said. "1 was overjoyed to see that, and I never would have taken the job if I thought

it would be politicized.”

By creating a real estate fund, Congress would be turning that precedent on its head and inviting iobbyists from
every other niche market to demand their own TSP fund, he said. “It raises real fundamental organizational
problems, and I think it would be very distressing to a lot of the participants.”

In the beginning, Cavanaugh said he had to assuage employees’ fears that the plan could be subject to political
manipulation. “Congress set the thing up so that it would not be political. Legislative history is clear in that. They
required all the stocks to be broad-based index funds so there wouldn't be any fund tied to any specific industry,”
he said.

By overriding the thrift board’s objections and mandating the real estate fund be added to TSP, Congress would be
circumventing the process It established to ensure the plan is free from political influence, Cavanaugh said.

“It's the first step in the politicization of the Thrift Savings Plan,” Cavanaugh said.

Even though the housing industry was unsuccessful in its lobbying efforts, mortgage-backed securities eventually
made their way into the TSP. In 1991, the thrift board selected a new index for the F Fund that included mortgage-
backed securities. Today, those securities comprise 37 percent of the $10 billion fund.
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Mr. PORTER. I would like to comment, I guess, for the record, to
make it clear. I appreciated the request by the minority to have the
hearing today. That request was very specific. That request was to
have it regarding—a hearing regarding the advisory role of the
Employees Thrift Advisory Council. That was the request, which is
why we are having the hearing today. So to answer the question
why we are doing it, it was a request from the minority.

And with that, Chairman Davis.

Chairman Tom Davis. Thank you.

Let me, since Ms. Norton has entered the Federal Times article
into the record, it just shows that anything can get into the record.
It is a very non-credible article, in my opinion. For example, let me
just go, Mr. Chairman, to some of the things that they have talked
about. Every Republican that is crucial was given a contribution of
$5,000, and then they gave you $10,000. That has hardly passed
through if they give—they must have invested into a REIT, I think,
to get that kind of appreciation over time. The Freedom Project did
the same thing. By the way, the time periods, the Freedom Project
was given 5,000, and gave you $10,000, some of that money before
they even gave—I mean, anyone who understands how leadership
PACs operate know that leaders get money from a lot of different
sources, and generally, give it out on the basis of candidates from
marginal districts, not to who is going to support legislation. I have
never known a leadership PAC to give out anything except with
the intent of keeping their party in power. That is why they are
established in the first place, and I think the writer of this article
is very naive in terms of understanding how those things work.

Having said that, it is certainly the right of people to petition
their government. PACs are, of course, the contributions of thou-
sands of people who put them into one area, and it is, I don’t think
any mystery, that some of that would find its way to Members,
some sitting on this committee, many others to Members who have
nothing to do with this.

I guess what bothers me though about the way the TSP has
worked this, with leaks to the press and the other things, is you
destroyed any credibility you had with me. When you came in to
see me originally, we were going to try to get a report back, and
now, to me, it looks like you are running out the clock, that you
are going to report this at the very end of this session, where it
would be impossible for us to act. Do you care to—Mr. Amelio,
what do you have to say about that?

Mr. AMELIO. I genuinely don’t want to do that.

Chairman ToM DAvIS. When are we going to see a report?

Mr. AMELIO. Before the end of 2006, the fall.

Chairman Tom DAviS. Yes, but we are out in October. When are
we going to see a report?

Mr. AMELIO. I can’t give you a date. I don’t know. It depends on
the length of the RFP process.

Chairman ToM DAvis. When was the contract let for the report?

Mr. AMELIO. September 2005.

Chairman Tom Davis. Did you give them any time limit?

Mr. AMELIO. No. We have four steps in the process. The first step
was to prepare a report on the review of the indexes, which the
board is required to do. The second step is to give us a plan as to
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whether we should let the contract in the way in which it has been
let before, which is that the investment manager has custody in se-
curities lending. The next step is to do the RFPs for the investment
managers, and we have to get all that done by the fall of 2006
under Federal procurement law. Then the fourth and final step is
once we have done with that, to look at the fund lineup and deter-
mine whether there is any material gaps in the fund, in the plan,
and from there, determine whether there is any available product
that would meet those gaps.

Chairman ToM DAvIS. So basically this may not be on the
timeline for the committee at all this Congress?

Mr. AMELIO. We want it all completed by the end of 2006. I'm
sure it will be done well before—when I say well before that, I
don’t know. It depends on—it’s a procurement process. It’s very dif-
ficult. We can’t even say right now how many contracts there will
be, 1, 4 or 26, and we are a small agency.

Chairman ToMm DAvis. Let’s go back to October 14th, the Em-
ployee Thrift Advisory Council, in their regular meeting, where Mr.
Sauber stated that he was pleased that the study of TSP invest-
ment has slowed down the train. What do you mean to slow down
the train? Does this mean to stall the committee? What was con-
ceived there, do you know?

Mr. AMELIO. I don’t know.

Chairman Tom DAvIS. You don’t know? I know what it means,
and I wasn’t at the meeting, but I understand what that means.

On January 13th, you again met with the majority and the mi-
nority subcommittee staff to discuss your plans for the study of in-
vestment options. At that meeting you stated that the study of in-
vestment options would be completed no earlier than September
2006, no later than early 2007. Apparently, the subcommittee staff
didn’t understand this, because at the meeting of the Federal Re-
tirement Thrift Investment Board on January 18, 2006, you re-
counted the meeting with subcommittee staff and stated, “I think
the one thing that I hope we got clarified was that there may have
been a misunderstanding. I think there was some anticipation that
we would have had all this work concluded by the end of 2005. We
gvanﬁed to point out that it was indeed 2006 that we committed to

o this.”

Mr. Amelio, our letter clearly asked you to submit your report by
January 1, 2006. Why was there a misunderstanding regarding
when the study was to be completed?

Mr. AMELIO. There was a debate going on at the meeting, after
the board meeting of January 2006 as to what year end we were
talking about. If the letter you're talking about was the fall of
2005

Chairman ToM DAvVIS. September 2005.

Mr. AMELIO. Right. And that was the one that asked for a dead-
line at the end of 2005. We couldn’t possibly have done it by then.
We have to do contracts to hire the consultant, and then they’ve
got to do the work on the other contracts for the managers.

Chairman Tom Davis. Last year at the hearing on H.R. 1578,
you asked us not to act on the bill until you had an opportunity
to complete a study, but if the study isn’t completed until early
2007, I want you to explain to me and the members of the sub-
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committee how can we possibly act on the legislation in this ses-
sion?

Mr. AMELIO. We plan to have the study done by the end of 2006.

Chairman ToM DAvIs. We are set to adjourn in October. We may
come back afterwards, but we are set, so basically you have run out
the clock.

Now, let’s turn to the ETAC meeting March 7th. On March 7th,
the ETAC adopted a resolution opposing the addition of a Real Es-
tate Investment Trust Fund. Were you at that meeting?

Mr. AMELIO. Yes.

Chairman ToMm DAvis. Were you both at the meeting?

Mr. TRABUCCO. Yes.

Chairman ToMm DaAvis. Mr. Trabucco, according to your written
statement, you drafted the ETAC resolution; is that correct?

Mr. TRABUCCO. That is correct.

Chairman ToM DAvIS. And the resolution was also reviewed by
the board’s counsel, correct?

Mr. TraBUCCO. That is correct.

Chairman ToM Davis. Did the board’s attorneys often advise
ETAC?

Mr. TraBUCCO. Yes. ETAC involved itself, for instance, in a law-
suit that we were involved in 3 years ago, and they had direct con-
tact with our lawyer. The approach that ETAC has taken with re-
gard to Council matters is very similar to the approach that I
have

Chairman ToMm DAvIS. So the board staff had extensive involve-
ment with the drafting of the resolution; is that fair to say?

Mr. TraBUCCO. I drafted it to Chairman Sauber’s specifications,
and based on the statements that were made at the earlier meet-
ings.

Chairman ToM DAvis. Mr. Amelio, if you are not an ETAC mem-
ber, and the role of the ETAC is to provide outside advice on the
TSP board and its managers, how is it that you suggested language
for the ETAC resolution?

Mr. AMELIO. I wasn’t submitting substantive language. They
were debating one sentence, and I offered a couple of words as a
matter of technical assistance. I wasn’t trying to impose intent
upon them. They were struggling with certain terms of art.

Chairman ToMm DAvIS. Didn’t you make sure that the resolution
included the language you suggested, which asserts that a new
fund must come from an independent process coordinated by the
plan fiduciaries?

Mr. AMELIO. I may have suggested words. I didn’t encourage. I
was offering help. That was completely their resolution.

Chairman ToMm DAvis. That language is absolutely substantive.
That is not technical, in my opinion.

Mr. AMELIO. OK.

Chairman ToM DAvis. Coordinated by the plan fiduciaries, in
fact, is a huge transfer of authority away from Congress and to
you. I mean that is one of the dividing lines on this.

Mr. Trabucco, did you sometimes provide your views to ETAC
members concerning what Congress intended when it enacted the
FERS Act?




117

Mr. TraBUCCO. Yes, I do. I have the great fortune of having
served on this committee and worked in the legislation that created
the TSP, and I do have a box of papers going back, and I'm happy
to dig through it and help them if they have questions, and also
help this committee.

Chairman ToMm DAvis. As we have seen the views of what the
board believes the FERS Act provides are sometimes different from
what other people think. There is always controversy on that.

Mr. TraBUCCO. Well, I will say, sir, I try to go back to the law,
as I did at that hearing record. If you check it, you will find we
went for the precise words on the role of the board. The board’s role
under the law is to develop and establish investment policy. In fact,
when I couldn’t remember the second word, we sent somebody out
of the room to get the law so that we were certain we were dealing
with black letter law——

Chairman ToMm DaAvis. You didn’t conduct any scientific survey of
Federal employees to see if they wanted to add a REIT index fund,
did you?

Mr. TRABUCCO. No.

Chairman ToMm DAvis. Did you make any attempt to provide ob-
jective information or collect information from Federal employees
about adding new funds before you decided that they don’t need
new investment options?

Mr. TrRaABUCCO. Do you want to talk about the survey?

Chairman Tom Davis. Yes or no?

Mr. AMELIO. Not yet. We're doing an extensive survey in 2006 of
the participants.

Chairman ToMm DAviS. When will that survey be completed?

Mr. AMELIO. I'm hopeful that—we’ve committed to have it fin-
ished by the end of this year. We're working on it right now. I've
hired a new product development manager, who’s seated behind
me, from the private sector, and we want to go out and do a full
survey. We want to find out what the participants know about——

Chairman Tom DaAvis. Let me just—just to put this in perspec-
tive.

Mr. AMELIO. OK.

Chairman ToMm DAvVIS. The conferees for the FERS Act, which
you claim to know something about, Mr. Trabucco, made reference
to two separate sources of potential political manipulation, pres-
sure from the administration on board members, who would be
Presidential appointees, and pressure from Congress. This is the
language. “Concerns over the specter of political involvement in the
Thrift Plan management seemed to focus on two distinct issues: 1)
the pressure from an administration; (2) the Congress might be
tempted to use the large pool of Thrift Plan money for political pur-
poses. Neither case would be likely to occur given the present legal
and constitutional restraints.”

Now, in terms of political pressure from Congress, it is clear for
conferees statements at page 137, paragraphs 3 and 4, that they
were concerned about the possibility of some sort of raid of the
trust funds by Congress, not about Congress selecting new index
funds. Do you disagree with that?

Mr. TraBUCCO. I think there were many reasons, but it wasn’t
index funds. You’re right on that. I'm not suggesting that it is. The
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next sentence is also instructive. “Board members and employees
are subject to strict fiduciary rules. They must invest the money
and manage the funds solely for the benefit of participants. A
breach of these responsibilities would make the fiduciaries civilly
and criminally liable.”

Chairman Tom Davis. But how do you feel when REIT funds,
over the last—while we have been talking about this, have gone up
in a very significant way, and we have deprived Federal employees
of the option of investing in that? Do you feel good about that?

Mr. TraBUCCO. I can only tell you, sir, what previous boards
have done, and I've had the pleasure of serving many of them.

Chairman ToMm DAvis. The previous boards were the ones that
went through computer systems that failed, with huge cost over-
runs coming back and everything else, and if you align yourself
with that, I think I get the picture.

Mr. TrRaBUCCO. No. I'm telling you——

Chairman ToMm Davis. I will yield back, Mr. Chairman.

Mr. TRABUCCO. If I might answer on investment policy. The pre-
vious boards looked at more than returns. They looked at the de-
sign of the plan, the structure of the plan, and did in toto reviews
as they did from

Chairman ToM DAvis. But three of the options were an underly-
ing statute. You didn’t add them. They were there in the underly-
ing statute originally.

Mr. TraBUCCO. That is correct. After 3 years of congressional
study, they decided on those three.

Chairman Tom Davis. I yield back.

Mr. PORTER. Mr. Cummings.

Mr. CuMMINGS. Thank you very much.

Mr. PORTER. Point of order. Mr. Van Hollen.

Mr. VAN HOLLEN. Thank you, Mr. Chairman.

Mr. PORTER. My apologies.

Mr. VAN HOLLEN. Not at all.

Let me ask you, your answer to Mr. Marchant’s question, Mr.
Amelio, anticipated a little bit of my question, and that is have you
personally, at this point in time, formed an opinion as to whether
or not it would be a good or bad idea for the members of the Thrift
Savings Plan to have a separate REIT option?

Mr. AMELIO. Are you asking me personally or in my—because 1
can only answer in my capacity as a fiduciary to the plan.

Mr. VAN HOLLEN. But with all due respect, I mean, I think it is
important to understand where the head of the—you know, the ex-
ecutive in charge is coming from with respect to this, because if you
have a—I mean, you are saying to the Members of Congress, and
it is a fair point, wait for the study. But I want to know if you per-
sonally have reached a conclusion as to whether or not this is a
good idea or a bad idea.

Mr. AMELIO. Well, I have grave concerns about the process. And
my grave concerns are I think when this plan was created in 1986,
it was ingenious, broad-based low-cost index funds. And for all the
talk about what employees in the private sector get to invest in
real estate and whatnot, every employee in the private sector
would give anything to be in this plan with its low fees and its
broad base.
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My concern is if you put one single targeted industry fund into
this plan, you're going to open the door to a dozen other single-in-
dustry funds and then this plan will lose the beauty of its simplic-
ity, its low cost, and its high confidence level of the participants
that it’s being managed fairly.

Mr. VAN HOLLEN. I don’t want to mischaracterize your answer,
but, I mean, it sounds to me like you—if you were to weigh this
on a 1-to—10 thing, you are pretty close to—zero being you are not
in favor of it personally, and you are pretty close to zero at this
point in time. Is that right?

Mr. AMELIO. I would have to be convinced

Mr. VAN HOLLEN. I am not talking about the legislation. I am
talking about do you think it is—you have formed an opinion as to
whether or not it is a good idea.

Mr. AMELIO. I would have to be convinced that it is in the best
interest of all the plan’s participants, and I'm not there yet.

Mr. VaN HOLLEN. All right. Let me—do we have a copy, Mr.
Chairman, of the contract between TSP and the consultant you
have hired? Do we have a copy of that?

Mr. PORTER. Requesting for this study, correct?

Mr. VAN HOLLEN. Yes. You have no objection to providing the
committee with a copy of the contract, do you?

Mr. AMELIO. Yeah, that’s fine.

Mr. VAN HOLLEN. All right. And that contract, as I understand
it, asks them to look at a range of different options and is, I hope,
neutral in the way that it asks them to take a look at it.

Mr. AMELIO. It is absolutely—it is the entire universe of potential
options. There is no limit.

Mr. VAN HOLLEN. Let me ask you with respect to the GAP report
from January—I don’t know if you had an opportunity to look at
it—and the comments that they made with respect to the role of
the ETAC. Have you had an opportunity to look at that?

Mr. AMELIO. No, I didn’t in advance of this hearing, no, sir.

Mr. VAN HOLLEN. What I want—you know, we had a hearing
earlier, as we all know, and after that hearing we had the opinions
and the letter from the ETAC Advisory Council. And I guess one
question, and this does go to the process, because one question that
is raised, given your responses, is to what extent the ETAC is in
fact an independent advisory board. And I am not saying this in
any way to diminish the role of ETAC, but it does seem clear from
the testimony that they have no independent staff. Is that right?
In other words, the advisory council does not have an independent
staff. Is that correct?

Mr. AMELIO. That is correct.

Mr. VAN HOLLEN. So they do rely entirely for their staff and re-
sources on you and your staff, is that right?

Mr. AMELIO. I believe that’s correct. I mean, they may use their
personal association or union staffs, I don’t know. But, you know,
they rely on us for ETAC work.

Mr. VAN HOLLEN. But to your knowledge, do they have any out-
side consultant and/or expert that they rely on?

Mr. AMELIO. No. No.

Mr. VAN HOLLEN. And they rely on your attorneys, I understand,
for whatever legal advice they provide.
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Mr. AMELIO. Yes.

Mr. VAN HOLLEN. Because the question is—I mean, this letter is
sort of presented in the sense that there has been an independ-
ent—at least, I think that is the perception up here—an independ-
ent group that has its own sort of resources independently looked
at this. But I guess, given the nature of what happened and the
fact that the drafting of this resolution was actually done by your
staff, would it be fair to say they are not a—they don’t have their
own resources to act independently of the board?

Mr. AMELIO. Yeah. Can I refer to——

Mr. TrRaBUCCO. May I answer that, Congressman? As the individ-
ual secretary to the council, I attached to my testimony the docu-
ment that created the council, the charter of the council. And that
charter is consistent with the Federal Advisory Committee Act. The
way that act works is the committee, or the agency that is receiv-
ing the advice from the outside independent group, provides staff
support to that outside independent group. The notion is that there
is a benefit to the agency receiving the advice and that the outside
group should not have to pay for providing that advice. In other
words, we provide, just as I have for this committee on technical
drafting services, that technical

Mr. VAN HOLLEN. Right, but you don’t provide them any re-
sources to pay for advice outside yourself, right?

Mr. TrRaBUCCO. No. That is correct.

Mr. VAN HOLLEN. I raise this because, you know, during the
process of putting together this legislation, people sought the input.
As I mentioned in my opening statement, one of the people we
asked was AFGE, American Federation of Government Employees,
lots of Federal members. And I am just going to read the response
that we received back from them during that process.

“On the REIT legislation, we will not oppose it. We are meeting
with the Thrift Investment Board employee groups in mid-April”—
this is dated March 2005—“in mid-April to learn more and see if
we can support the legislation.”

What I am getting at is to what extent these advisory council
members have people asked advice from, whether their main
source of advice is from you. And I think it is important they get
advice from you, but it is pretty clear that is their main source of
advice. So I don’t think it is a great surprise, is what I am saying,
I guess, to find out that they would take this position.

Let me end with that, Mr. Chairman, because I think, you know,
it is important that we had this hearing, and I want to thank the
chairman for holding it. I think it is important that we move for-
ward in a smart way. I also think it is important, as others have
said, that we not forego the opportunity for Federal employees to
have this opportunity, which is why it concerns me a little bit that
even if people at the outset of this process, members of your board,
were objective about it, given all that has happened and your com-
ments in the transcripts, whether at the end of the day, given the
report, whether all of you can see this, put aside what has hap-
pened and reach and independent decision, and sort of put aside
your preliminary conclusions.

Thank you, Mr. Chairman.

Mr. PORTER. Thank you. Mr. McHenry.
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Mr. McHENRY. Mr. Chairman, thank you so much. Let me start
by saying——

Ms. NORTON. Mr. Chairman, could I beg the indulgence of
the——

Mr. PORTER. Not at this moment.

Ms. NORTON. Could I just ask the member if I could, because 1
am about to leave, if I could just clarify

Mr. McHENRY. Actually, I have something that maybe you would
like to hear first. You know, I think it is disgraceful for a member
of this committee to impugn 163 Members of Congress for simply
sponsoring this bill. I think that is really a harmful thing to this
whole process to say that those that sponsor this bill did so for
some financial gain. I think it is a very harmful thing.

Ms. NORTON. Then I am going to have to ask to respond to that.
What I was about to say is not——

Mr. McHENRY. It obviously:

Ms. NORTON. I indicated—I indicated.

Mr. MCHENRY. I am not yielding. I am not yielding.

Mr. PORTER. Excuse me. The gentleman——

Ms. NORTON. Well, I am going to have to ask for a point of per-
sonal privilege, though.

Mr. McHENRY. Mr. Chairman, I will say—actually, I have the
time right now, if the gentlelady will let me continue. I will just
say that is a very harmful thing, Mr. Chairman, to this whole proc-
ess. The reason why I think this is a very useful option is, in North
Carolina, having served in the legislature there, the North Caro-
lina retirement system has a real estate—pretty substantial real
estate investment to the overall State employees retirement plan.
And as someone who was involved in real estate before I got into
politics to actually make a living—heaven forbid, a politician to
make a living outside of the Government—but before my service
here, I think it is a wonderful opportunity for individuals to invest
and make a better return or a different return than just a narrow-
based—well, the simple offerings that we currently offer through
the TSP. And as someone who invests in the TSP, because I do ap-
preciate the value it brings, and I especially like the match, I think
it is a wonderful thing. And we should offer more opportunities to
expand that reach.

And so, you know, let’s look at a couple of things. First of all,
according to Barclays Global Investors, the current manager of the
TSP Index Fund—right—it says, “Investors who rely on broad cap
equity benchmarks for real estate exposure are not achieving
meaningful allocations to the asset class.” This is what Barclays
published in their Investment Insights in September of last year.
It is saying that you are not giving a meaningful exposure to real
estate through the TSP plan.

And what I would say is that we can go back to the question that
you asked of the consultant. What did you pose to the consultant
in terms of the bid proposal you put out? What was the request you
had of the consultant?

Mr. AMELIO. They are going to look at the existing fund line up
and determine if there is any material gap. Then they are going
to go out and look at all available options, everything—they’re not
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going to exclude or hide anything—and determine whether some-
thing should be put in.

Mr. McHENRY. Material gap. You know, in the—there are five
funds, correct?

Mr. AMELIO. Yes. Yes.

Mr. McHENRY. They are widely diversified.

Mr. AMELIO. Yes.

Mr. McHENRY. So there is a little bit of everything in that one
fund, in each fund in those particular areas. Small cap fund is
widely diversified within small caps.

Mr. AmELIO. Well, let me—in the two domestic equity funds,
we’'ve got the entire domestic equity market. But if you were to
look at the bond fund, you know, there might be something there
that’s missing. If you look at the international fund, that is only
developed nations. There are no emerging markets. Emerging mar-
kets are the small countries, more Third World—much higher risk,
but room for a lot of growth.

Mr. McHENRY. I would say that the question you asked this con-
sultant to answer is innately flawed. What is the material gap?
OK? If you have a widely diversified—one widely diversified fund
that has a little bit of everything around the world, that would suf-
fice to answer the question you posed to the consultant. So you did
not ask the question, would real estate investment trusts be a via-
ble and positive option for Federal employees to have within their
investment portfolio.

Mr. AMELIO. Why would I ask that question? The question

Mr. McHENRY. Because that was the request of the chairman of
this committee and the chairman of not just the subcommittee, but
of the entire committee; the ranking Democrat both of this sub-
committee and the full committee.

Mr. AMELIO. The question I asked is one that every fiduciary of
every plan asks. And the reason is that why would I limit it to just
a REIT? REITs are included in the request. They're included with
every other possible option.

Keep in mind, the plan’s participants are paying for this study.
It’s not taxpayer funded. The committee didn’t say we’re going to
give you money to go hire a consultant to look at REITs. The com-
mittee said we would like to see you do this, when are you going
to do it, what are you looking at? And we’re expending the partici-
pants’ money, and as fiduciaries, we have a duty to expend that
money wisely.

Mr. McHENRY. Yes, and my point is, the question that was posed
from this committee was should—this was the request: Do you
think it is a viable option for people to have another fund that has
real estate exposure?

Mr. AMELIO. It had to be—the question had to be worded wise-
ly—widely, or broadly. Otherwise, why wouldn’t I ask the question,
do you think we should have real estate? Do you think we should
have emerging markets? Do you think we should have TIPs? You
could answer yes or no to all of those and where would we put an
end to the questions? It wouldn’t be appropriate to just ask about
REITSs.

Mr. McHENRY. Well, a material gap would say you omit from the
whole gross domestic product of the whole United States, and real
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estate is a nice sizable chunk of that; and if you have your 2 per-
cent exposure to that marketplace, which you currently do
through—I believe you have 1 percent in the C Fund and maybe
up to 8 with the S Fund, and that is the only real estate exposure
right now—that would actually suffice to answer your question
whether or not there is a material gap, because you at least have
some, though it is a small inkling, of exposure to real estate in the
overall TSP plan.

So the consultant will—I would predict, I mean, Mr. Chairman,
I don’t want to go well beyond my time here, but I would say that
based on the way you posed the question, the consultant’s natural
answer would be no, you do have real estate exposure, therefore
that is not a material gap. Which I think is a very limiting way
to focus on this when we are asking, in particular, whether or not
the Federal employees should have this opportunity—only oppor-
tunity—opportunity to invest in real estate.

Mr. AMELIO. Can I answer?

Mr. McHENRY. Go ahead. I am just offering my prediction here
at the end of my time.

Mr. AMELIO. Material gap is a much broader question than just
“do you have representation?” They want to look at the fee struc-
ture, they want to look at the percentage and proportion of assets
held. They might determine that we’ve got to break out and go to
value and growth methods of equity. There’s a whole variety of
things. It’s not just “do you have the U.S. equity market covered?”
It’s a rather detail-oriented question. And it’s the same question
every fiduciary asks. I think it would be a blatant breach of duty
if I didn’t ask the question in that way.

Mr. PORTER. Congresswoman.

Ms. NORTON. Mr. Chairman, a personal attack on me is no more
justified than one would be justified had I personally attacked the
Members who had signed on to this bill. I could hardly have done
so. I began by saying my own minority leadership had signed on
to the bill, that the members of this committee had signed on to
the bill, and that in fact, at our subcommittee hearings, there was
bipartisan, on-the-record approval pending, of course, a study for
this matter. So it ought to be clear that there was no attack on the
chairman or anybody else. The chairman has run this committee
in a bipartisan way. The lobbyists may have rushed forward in
order to reward people who never even asked for a contribution. So
let the record show what was actually said and let us not have at-
tacks on one another, particularly since I think my remarks were
clear in not doing that.

I do want to clarify what I have offered for the record, a Wash-
ington Post article, three Washington Times articles, an article
from Govexec.com.

And finally, as I leave—I hope to get back here—I just want to
say to Mr. Amelio, I indicated before that I think you have brought
much of this on yourself, sir. And I say so because it seems to me
when you heard the approval of REITs at our subcommittee hear-
ing across the board on both sides of this aisle, particularly if you
had the doubts you now put on the record in answer to Mr. Van
Hollen’s questions, the very first thing you should have done was
to get that study going as fast as you could and get it before the
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Members. By not doing so, you have laid the basis for the very
hearing that is taking place here today, the doubts that are now
in the papers. So you must share the problems with the lobbyists
who are involved. Because as long as that record was left blank,
something was going to come in to fill the gap. And what has come
in to fill the gap is, well, the lobbyists wanted it; so all of us who
have spoken out that we didn’t know why employees couldn’t get
the benefit of this must be in hock to the lobbyists.

And I thank you very much for the opportunity to reply.

Mr. PORTER. Thank you.

Ms. NORTON. I hope my good friend understands that I mean no
disrespect to him for going on to the bill or for anybody who went
on to the bill. I have to believe that he shared with me the feelings
at that hearing we had when we got no answers to why in fact peo-
ple shouldn’t in fact have REITs as an option. I, for one, am still
waiting for those answers.

And I thank you, Mr. Chairman.

Mr. PORTER. Thank you, Congresswoman. I appreciate your com-
ments.

Mr. Cummings.

Mr. CUMMINGS. Thank you very much, Mr. Chairman.

I just want to—your job, you just talked a little earlier about the
fiduciary duty. That job is to do what is in the best interests of the
people who are part of the TSP. Is that correct?

Mr. AMELIO. Under the statute, it is the sole interest of the par-
ticipants and their beneficiaries, yes.

Mr. CUMMINGS. And when it comes to doing that, you are trying
to figure out, I guess, part of carrying out that duty would be to
try to figure out how do you get maximum dollars in as safe a way
and as sound a way as you possibly can with as little reasonable
risk as possible. Is there something else I am leaving out there?

Mr. AMELIO. And at a low cost. That’s also in the statute.

Mr. CUMMINGS. And at a low cost, yes. So in this instance, the
REITSs, when you consider the real estate market goes up and down
and that so many have, as we have seen in the local papers, includ-
ing the Washington Post reporting that we have a real estate mar-
ket and that sometimes they say it is on the bubble, sometimes
they say it is on the way down—talking about real estate. Is that
one of your concerns? I mean, I know you are waiting for the report
and all that kind of thing, but is that one of your concerns?

Mr. AMELIO. You mean about adding a REIT as a fund, is the
volatility a concern?

Mr. CUMMINGS. Yes.

Mr. AMELIO. No. Because if youre an investment professional
and you have some sophistication and knowledge of the markets,
you recognize that those investments which are the most volatile,
while they are the riskiest, will over the long term, or should over
the long term, bear larger gains. That’s not always the case. That
is not my concern. My primary concern here is that up until now
the plan has only contained broad-based, low-cost index funds. This
is a narrowly focused fund into one sector, or industry, if you were,
and I have concerns about the liquidity, about the fee structure, as
well as if this would come in it could also open the door for other
particularly narrowly focused funds.
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Mr. CUMMINGS. And so, but it would provide you with additional
diversification with regard to your portfolio, would it not?

Mr. AMELIO. I think that’s arguable. This fund is incredibly di-
verse. We've got the entire universe of domestic stock as well as all
of the developed international stocks and bonds. It’s a very diverse
fund. As long as

Mr. CUMMINGS. Let me ask you this. You mean the fund as it
is right now?

Mr. AMELIO. Yes.

Mr. CUMMINGS. OK. But I am just asking you, would the REITs
add to that diversification?

I know it is very diverse; I understand that. I got that piece. So
would it add to that? That is all I am asking you.

And I am not saying whether it is a great fund or—I mean, a
great piece to bring in. I am just asking you would it add to the
areas that you would then be able to invest?

Mr. AMELIO. I don’t think so, because REITs are already included
to the extent of their proportion of the overall domestic investable
markets.

Mr. CUMMINGS. So what do we expect—not the results, but what,
when you give the people who are doing the research the research
assignment, what are they looking for?

Mr. AMELIO. Well, they know what to look for. They do this for
many plans. They’re going to look at what we have and they're
going to look at what’s out there. And they’ll make a recommenda-
tion based on whether they think anything should be added.

Mr. CUMMINGS. So basically, the board’s position is, as I under-
s’]coaing it, be safe rather than possibly sorry later on? Is that reason-
able?

Mr. AMELIO. It’s reasonable. The term would be, the board wants
to do what’s prudent, and that’s to hire an expert to review every-
thing. And that’s what

Mr. CuMMINGS. That is being safe, rather than being sorry later
on.
Mr. AMELIO. Yes.

Mr. CumMINGS. OK. All right, I don’t have anything. I see we are
running out of time, Mr. Chairman.

Mr. PORTER. Thank you, Mr. Cummings.

We are going to go into recess. We are taking votes on the floor.
I think we have three. We should probably take about, outside, 45
minutes, 30 to 45 minutes. So we will go into recess. We still have
one panel, and then action after that. So we are going to be in re-
cess.

[Recess.]

Mr. PORTER. I would like to bring the committee back to order.

For some of you that have been attending a few of our hearings,
I have been requesting now for about a year that we have all these
held in Las Vegas. But no one seems to listen to me. So maybe next
time we will meet in Las Vegas, and everyone will be welcome.

Mr. Davis oF ILLINOIS. I second that.

Mr. PORTER. And it is seconded by our ranking member, Mr.
Davis.

Thank you all for being here. I appreciate your patience and un-
derstanding. I would like to announce that Chairman Davis has re-
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quested that action be taken at the full committee. And we are
going to continue with the hearing today, but I would like to make
that notice known for those that are in the audience.

Also would like to say thank you to our last two panelists, who
are still here. Thank you very much. Appreciate what you are
doing. Also understand that you have a tough job and know that
the purpose of our hearing is to do the best we can for all of your
colleagues and Federal employees.

So with that, we do have James Sauber, who is chairman of the
Employee Thrift Advisory Council, and then Richard Strombotne,
who will be second.

So we begin with Mr. Sauber. We appreciate your being here.

STATEMENTS OF JAMES W. SAUBER, CHAIRMAN, EMPLOYEE
THRIFT  ADVISORY COUNCIL; AND RICHARD L.
STROMBOTNE, EMPLOYEE THRIFT ADVISORY COUNCIL
MEMBER

STATEMENT OF JAMES SAUBER

Mr. SAUBER. Thank you, Mr. Chairman. Thank you, Congress-
man Davis and members of the subcommittee, for this opportunity
to present the views of the Employee Thrift Advisory Council on
the proposed addition of a real estate investment fund to the Thrift
Savings Plan.

My name is Jim Sauber. I'm the chief of staff to the president
of the National Association of Letter Carriers, William H. Young,
and I serve as chairman of the Employee Thrift Advisory Council.
I have been actively involved with the council since its creation in
1987. ETAC is comprised of 15 organizations that collectively rep-
resent 2.6 million active and retired Federal employees.

I'm here today to explain why ETAC took the unusual step of
adopting a resolution in opposition to the proposal to create a REIT
fund for the TSP. It’s unusual because, historically, the Congress,
the Thrift Board, and ETAC have worked together to enact numer-
ous improvements in the plan, whether it was the creation of the
S&I funds or the elimination of the need for open seasons, we gen-
erally supported legislation designed to improve the TSP, which I
am certain is the intention of H.R. 1578.

It gives nobody on the council pleasure to oppose a proposal that
many of you have cosponsored. This subcommittee and Chairman
Davis’s full committee have a long history of bipartisan cooperation
on matters affecting the TSP. I know that you and your colleagues
believe that a REIT fund would be a good option for Federal em-
ployees who participate in the plan. But with all due respect, the
members of the ETAC have not reached that same conclusion, at
least not yet. There are two major reasons for this.

First, we are reluctant to support the legislative addition of a
REIT fund over the unanimous objection of the TSP’s fiduciaries,
the members of the Federal Retirement Thrift Investment Board.
We believe this would set a bad precedent for the consideration of
future new funds. Such a precedent is important because, in our
view, the addition of one sector fund will leave groups representing
other sectors to seek equitable access to the TSP. The investment
policy of the TSP would become more politicized, the cost and com-
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fplexity of the plan could increase, and participation rates could suf-
er.

Second, we are equally reluctant to add a new fund option to the
TSP, whether it’s a REIT fund or any other kind of fund, before
a complete and independent analysis of its merits is undertaken.
The strong performance of REIT equities in recent years has re-
sulted in the inclusion of more REITSs in the equity indices that the
C and S funds track, but we are not certain that this success war-
rants the creation of a special fund just for 170 or 180 REIT com-
panies that are included in those indices.

Before a decision is made, the TSP’s fiduciaries and independent
experts should thoroughly study the issues involved. As you know,
the board has hired an investment consulting firm, Ennis Knupp,
to do a comprehensive review of the TSP’s investment options. I
can assure this subcommittee that, should Ennis Knupp rec-
ommend the addition of a REIT fund to the TSP, the members of
ETAC would certainly reconsider our position.

In my written testimony for this hearing, I have summarized
ETAC’s discussions about the REIT fund proposal over the past 2
years. These discussions took place during four meetings of the
council during November 2004 and March 2006, and included sev-
eral meetings individually as unions and as a group with the Na-
tional Association of Real Estate Investment Trusts. The resolu-
tions we adopted on March 7th reflect the concerns raised by mem-
bers of ETAC during this time.

In addition to the two major concerns I raised earlier, I want to
emphasize that the council members believe that adding a sector
fund like a real estate fund to the TSP could fundamentally alter
the structure of the plan, which is designed around broad-based
index funds. Before we take this major step, we should pause to
consider its full ramifications, because once you open the TSP to
one sector, it will be difficult to deny other sectors equal treatment.

I would like to conclude with two final points. First, Our view is
that both Congress and the Thrift Board share responsibility for
the Thrift Savings Plan’s investment policies. The FERSA law
clearly gives the five Presidential appointees of the Thrift Board a
role in developing and establishing investment policy for the TSP.
Any changes in that policy, however, must be enacted by Congress.
In adopting our resolution, ETAC is not arguing that Congress can-
not change the investment options on its own. However, we do
think the TSP works best when Congress and the board reach a
consensus before making any significant change in the law. We
urge you to keep this in mind as you contemplate further action on
H.R. 1578.

Second, if the subcommittee decides to adopt this bill today, I
want to offer the assistance of ETAC to you and the other members
of the full Government Reform Committee as the debate over this
legislation proceeds. It is our hope that we can help build the con-
sensus, which unfortunately does not exist today, on any new legis-
lation that might emerge.

The organizations that make up ETAC, the members of the
Thrift Board, and the members of both the subcommittee and the
full committee share the same goal, to help millions of hardworking
Federal employees prepare a decent and secure retirement and to
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maintain that the TSP is the most successful retirement savings
program in the country.

Thanks again for this opportunity to testify. I will be happy to
answer any of your questions.

[The prepared statement of Mr. Sauber follows:]
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Thank you Chairman Porter and Members of the Sub-Committee for this opportunity to
present the views of the Employee Thrift Advisory Council about the proposed addition
of a Real Estate Investment Trust (REIT) index fund to the federal government's Thrift
Savings Plan.

My name is James Sauber. | am the chief of staff to the President of the National
Association of Letter Carriers, William H. Young, and | serve as chairman of the
Employee Thrift Advisory Council or ETAC. ETAC was created by the Federal
Employees Retirement System Act of 1986 (FERSA) to advise the Federal Retirement
Thrift Investment Board on the operations and investm ent policies of the Thrift Savings
Plan (TSP).

| have been actively involved with ETAC and the TSP since its creation in 1987. In fact, |
have attended virtually every ETAC meeting over the past 19 years, first as an aide to
ETAC's first Chairman, former NALC President Vincent Sombrotto, and then as NALC's
designated representative on the Council. | w as elected to serve as ETAC’s chair in
September 2003.

The Advisory Council is comprised of the designated representatives of 15 organizations
identified by the FERSA law (as amended). | have attached a roster of the current
members of ETAC to this testimony. As you will see, my colleagues and | represent the
full range of federal employees -- active and retired, postal and federal, civilian and
military -- who participate in the TSP,

ETAC is structured like many other federal government advisory councils. In this case, it
is designed to give the top management of the Thrift Board direct input and feedback on
issues related to the workings of the Thrift Savings Plan. Under our charter, the Board's
staff provides administrative assistance to the Council in order to facifitate our meetings
and to aid our organizations in the performance of our function. In practice, that has
meant working with the Board's Director of External Affairs, a position that has been held
by Thomas Trabucco since the creation of the TSP. But it has aiso included interaction
with the Board'’s legal staff from time to time.

The ETAC Resolution

' am here today to explain why the Employee Thrift Advisory Council took the unusual
step of adopting a resolution in oppo sition to the proposal to add a REIT Index Fund to
the TSP. ltis unusual because, historically, the Congress, the Thrift Board and ETAC
have worked together to enact numerous improvements in the TSP. Whether it was the
creation of the S and | Funds or elimination of the need for Open Seasons, we have
supported nearly every bill ever presented to Congress designed to im prove the TSP.

I want to say at the outset that it gives nobody on the Council pleasure to oppose a
proposal that you and many of your colleagues in Congress have co-sponsored . This
Sub-Committee and Chairman Davis's full Committee have a long history of bi-partisan
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cooperation on matters affecting the TSP. This cooperation has led to steady
improvements in a vitally important benefit program for federal employees. | know that
you and your colleagues believe that a REIT Fund would be good for federal employees
who participate in the TSP. That being said, the members of ETAC have not yet reached
the same conclusion. There are two major reasons for this.

First, we are reluctant to support the addition of a REIT fund over the unanimous
objections of the TSP’s legislated fiduciaries - the members of the Federal Retirement
Thrift Investment Board. We believe this would set a bad precedent for the
consideration of future new funds. Such a precedent is important because, in our view,
the addition of one sector fund will lead groups representing other sectors to seek
“equitable” access to the TSP’s pool of investment capital. The investment policy of the
TSP would become more politicized, the cost and complexity of the TSP would increase
and the participation of federal employees in the TSP would likely suffer.

Second, we are equally reluctant to add a new fund option to the TSP, whether it's a
REIT fund or any other kind of fund, before a complete and independent analysis of its
merits is undertaken. In the case of REITs, we know that returns on REIT shares have
been excellent in recent years. Indeed growth in the sector has led to a growing number
of REITS in the S&P 500 and the Wilshire 4500, which means TSP participants
increasingly are already benefiting from them by investing in the C and 8 Funds. But
that success may not necessarily warrant creating a special fund for just 170-180 REIT
companies that are included in the 5,000 companies that make up those indices.

REIT funds are a relatively new option for defined contribution retirement plans. Indeed,
most private sector 401(k) plans do not offer them. The vast majority of REIT funds have
been created in the past 5-10 years and only 10-15 percent of 401(k) plans offer a REIT
fund at present (according to widely available surveys). And while a number of well-
known, large companies have added a REIT fund to their 401(k) plans in recent years,
those plans tend to offer 10, 15 or even 20 different investment options that are much
narrower in scope than the five broad-based index funds offered by the TSP. In such
private plans, a REIT fund might make sense. We are not sure that is the case with the
Thrift Savings Plan.

Before a decision is made, the TSP’s fiduciaries and independent experts should
thoroughly assess these and other relevant factors as well as the results of the research
commissioned by the National Association of Real Estate Investment Trusts (NAREIT)
that was presented to this Sub-Committee a year ago.

I can assure this Sub-Committee that should the Thrift Board’s Investment Consultant
recommend the addition of a REIT fund to the TSP after a thorough study, the members
of ETAC would certainly reconsider our position.

Process and Information

The discussions of the Council concerning the proposal to add a REIT Fund to the TSP
began long before Chairman Porter introduced H.R. 1578. In our March 24, 2004
meeting, | reported that | had been contacted by NAREIT about the idea of a REIT Fund
in the TSP and that other members of the Council had been contacted as well. Although
trade associations had often lobbied Members of Congress and the Thrift Board in the
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past, it was the first time in my memory that such a group had directly contacted
members of ETAC. Nevertheless, | expressed a willingness fo listen to what they had to
say.

At our November 9, 2004 meeting, | offered to set up a group meeting for interested
members of ETAC with NAREIT’s representatives. That meeting was held on January
14, 2005 and was attended by members from the American Federation of Government
Employees, the American Postal Workers Union, the Department of Defense, Federally
Employed Women, the National Association of Letter Carriers, the National Association
of Postal Supervisors, NARFE, the National Federation of Federal Employees and the
Senior Executives Association. We listened to NAREIT’s presentation and asked a lot of
questions.

At my request, the Thrift Board distributed its January 2005 staff analysis of the NAREIT
presentation to every member of ETAC to help inform our subsequent discussions.

At our May 4, 2005 meeting we discussed the REIT Fund proposal at some length. |
reported on the statement | had delivered to the Sub-Committee for the April 19, 2005
hearing entitled “Real Estate Investment Trusts (REITS): Can They Improve the Thrift
Savings Plan,” which followed the introduction of H.R. 1578 on April 12, 2005. Some but
not all members expressed fears that the process for setting the TSP's investment policy
was being politicized by the role of NAREIT in this process.

The discussion of REITS continued at our next meeting on October 14, 2005. At that
meeting Executive Director Gary Amelio reported that a Chicago-based investm ent
consulting firm, Ennis Knupp, had been retained by the Thrift Board to perform a number
of tasks, including an analysis of possible additions or subtractions to the TSP’s fund
offerings. We presume that this Investment Consultant will consider REIT funds in the
context of its overall review of possible investment options for the TSP.

Mr. Chairman, the point | want to emphasize is that our resolution emerged after nearly
two years of discussion. Over those two years, several themes emerged:

e There was a consensus that no new fund should be added to the TSP until the
Plan’s fiduciaries received an independent assessment;

* Inthe absence of new compelling information, there was little if any support
among ETAC organizations for a REIT Fund;

¢ There was a general concern that adding a sector fund like a REIT fund might
significantly contradict and effectively alter the basic plan design of the TSP,
which offers broad-based index funds, and lead to the proliferation of narrow
sector funds that would undermine the TSP's core strengths: its low cost and its
simplicity; and

e That the Federal Retirement Thrift Investment Board and its Executive Director
also opposed a REIT fund at this time.

All these themes are reflected in the resolution we adopted on March 7, 2008.
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| want to conclude with one final point. Our view is that both Congress and the Federal
Retirement Thrift Investment Board share responsibility for adopting changes in the
TSP’s investment policies. FERSA clearly gives the five Presidential appointees to the
Thrift Board and its Executive Director the role of developing and establishing the
investment policy of the TSP. Any changes in that policy, however, must be enacted by
Congress. In adopting our resolution, ETAC is not arguing that Congress cannot change
the investment options on its own. However, we do think that the TSP works best when
Congress and the FRTIB reach a consensus before making any significant change in the
law. We urge you 1o keep this in mind as you contemplate further action on H.R. 1578.

Thank you for the opportunity to present our views to this hearing. | wouid be happy to
answer any of your questions.
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Mr. PORTER. Thank you very much. We appreciate your testi-
mony. And you said it quite well, we share the same goal. Thank
you for stating that.

And certainly we appreciate the views of all Federal employees
and organizations. In that vein, I would like to ask unanimous con-
sent to enter into the record a letter we received today from the
National Air Traffic Controllers Association, which is endorsing the
legislation. And I just will summarize it, that “we are writing to
express our thanks for your continuing efforts to provide partici-
pants in the Federal Thrift Savings Plan with additional invest-
ment options. The more than 20,000 Federal employees who make
up the NATCA want and deserve the opportunity to diversify their
retirement savings beyond the limited options that are currently
available. NATCA believes that the TSP should offer retirement
savings options at least as good as those found in the leading pri-
vate sector defined contribution plans. Employees in large 401(k)
plans in the private marketplace are offered far more than five core
investment options from which they can chose to diversify their re-
tirement savings. Our members deserve no less. We think that
H.R. 1578 is an important first step in offering our members addi-
tional investment choices. Traditional pension plans have allocated
substantial funds to the commercial real estate investment as a
discrete asset class and our members, along with TSP participants,
should have the same freedom to do so. NATCA is pleased to lend
its support to this important legislation. We thank you for your
leadership in providing TSP participants additional flexibility in
planning.”

So without objection, so ordered.

[The information referred to follows:]
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fationad Al Tradds Controllers Assacintion
AFL-CHO

April 26, 2006

‘The Honorable Jon ', Porter The Honorable Danny K. Davis
Chairman Ranking Member

Federal Workforee and Agency Federal Workforce and Ageney
Organization Subcowmilice Organization Subcommittee

B-373A Rayburn House Otfice Building B-373A Rayburn House Office Building
Washington, D.C. 20515 Washington, D.C. 20515

Re:  HeuringonILR. 1578
Dear Representatives Porter and Davis:

T am wriling today to cxpress my thanks for your continuing efforts {o provide
participants in the Federal Theilt Savings Plan with additional investment uptions. The more
than 20,000 federal employses whio make up the National Air Traflic Controllers Association
("NATCA™) want und deserve the opportunity to diversify their retirement savings beyond the
limited options that see cutrently available,

NATCA belicves that the TSP should offer retirement savings options at least as good as
those Tound in the leading private scctor defined contribution plans. Employees in large 401 (k)
plaas in the private marketplace are offered far more than five core investment options from
which they ean choose to diversify their retirement savings. Qur members deserve no Joss.

NATCA betieves that FLR. 1578 is an important first step in offering our members
additionn] investrient choices. Traditional pension plans have allocated substantial funds to
cagmicreia] real estate investmeits as a discrete asset class., and our members, along with other
TSP participants, should have the same freedom to do so.

NATCA is pleiised to lend its support to this important legislation, and we thank you for

your Jeadesship in helping to provide TSP participants additional flexibility in planning for their
retirement.

Sincerely,

7 Ruth B Ma T 7
Bxccutive Vice President



136

Mr. PORTER. Next, Mr. Strombotne, an Employee Thrift Advisory
Council member. Welcome. Thank you.

STATEMENT OF RICHARD STROMBOTNE

Mr. STROMBOTNE. Good afternoon, Chairman Porter and Con-
gressman Davis and members of the committee. For the record, I'm
Richard L. Strombotne. I live in Gaithersburg, MD. I'm the nomi-
nee of the Senior Executives Association to the Employee Thrift
Advisory Council, and I'm serving my second term on the council.
I'm testifying as an individual and not as a representative of any
organization to which I belong.

You have my prepared testimony, and so I'll offer some of its
highlights here. It’s fairly lengthy. I have included some sugges-
tions for improvements in the Thrift Savings Plan, so I hope you
will give it your consideration.

It’s a distinct pleasure to be here and have the opportunity to
discuss the resolution recently approved by the council and my sup-
port of that resolution. I retired in August 1996 from the Federal
service after 34%% years, most of it as a member of the Senior Exec-
utive Service. In 1979 I became a charter member of the SES, and
a year later, I joined the Senior Executives Association when it was
being formed. I served on the board of directors for 8 years, was
acting president for 3 months, and chairman of the board for a

ear.

While the legislation establishing the Federal Employees Retire-
ment System was under consideration in the mid-1980’s, I chaired
SEA’s task force on retirement issues. This task force rec-
ommended a number of policy positions for the SEA, many of which
the SEA adopted.

One such recommendation was to permit the CSRS to contribute
up to 5 percent of their pay to the new Thrift Savings Plan. As you
know, this feature ultimately was included in the FERS legislation.
And as they say, success has many fathers. I consider myself fortu-
nate to be one of the many fathers of the Thrift Savings Plan.

Now, right around 2000, I was asked to serve on the ETAC as
the SEA nominee. I accepted the nomination and subsequent ap-
point with pleasure. I serve as a volunteer. I receive no compensa-
tion from the Senior Executives Association or any other organiza-
tion or individual for providing my time, energy, and judgment to
serve on the council. I bring to the table the sum of my experiences
as a Federal employee, a senior executive, a retiree, and an advo-
cate for retirees and my fellow citizens. As such, I exercise my
independent judgment about the issues that come before the coun-
cil—even as you do, I'm sure.

Early in 2005, I received—I attended a briefing by representa-
tives of NAREIT regarding the potential benefits of including a
REIT index fund. The briefing suggested that including that index
fund would offer TSP participants the opportunity for greater in-
vestment return. After looking into the matter further—and this is
described more fully in my prepared testimony—I became skeptical
of the conclusion and the way it was presented.

Earlier this year, Jim Sauber, at my right, chairman of the coun-
cil, proposed the resolution that’s the focus of this hearing. After
reviewing it, I decided to support that resolution. It was thoroughly
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discussed at the council meeting, revised somewhat, approved by
the council with the sole exception of the representative of the De-
partment of Defense, who abstained from voting. And you’ve heard
the explanation for that.

Before giving my reasons for not suggesting—pardon me, for sup-
porting the resolution, let me correct a misunderstanding that I
heard in your earlier statement, Mr. Chairman. At the time of my
vote in early March, the Senior Executives Association had taken
no position on the resolution. So let me point out the statement in
Carol Bonasaro’s letter of April 4th, which I believe is one of the
exhibits, about 4 weeks after my vote: “SEA has full confidence in
the ETAC representative we have recommended, and we trust him
to exercise his independent judgment on matters coming before
ETAC that impact the Thrift Savings Plan.” I certainly appreciate
that from Carol Bonasaro.

Now, the reasons for support. I thought it was premature to pick
out a REIT fund as the next investment option for the Thrift Sav-
ings Plan in the absence of an analytical comparison with other po-
tential options. There are other options that may be even more at-
tractive for addition to the Thrift Savings Plan than a REIT index.
And some of these are listed in my prepared testimony. You'll see
that recently a number of EFTs—exchange traded funds, ETFs,
have been doing better than real estate, and that is included in my
prepared testimony.

Next, I have concerns about including a REIT index at a time
when real estate may be entering a down market. I know that’s a
personal opinion, but I've been around long enough to see both
booms and busts in real estate, and I'm concerned that it would be
very easy for a person to make a big allocation to the REIT index
fund because it’s hot, and then take a big loss when the real estate
market drops.

And finally, in my review of the resolution, in going over each
of the whereas clauses, I agreed with each of them and agreed to
support the resolution.

If the board study of potential investment options for the Thrift
Savings Plan concludes that Federal employees and retirees would
benefit by including additional funds in the TSP, and if a REIT
index fund is among those funds being recommended, I would be
very happy to join in supporting that expansion of options. How-
ever, in my judgment it is premature to require that a REIT index
fund be offered absent the analytical examination of the full range
of options.

And that completes my testimony. I appreciate your hearing me.
I would be happy to respond to any questions that you may have,
either on what I've just said or on the prepared testimony.

[The prepared statement of Mr. Strombotne follows:]
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Testimony of Richard L. Strombotne
before the
Committee on Government Reform
Subcommittee on Federal Workload and Agency Organization
April 26, 2006

Hearing regarding
“Adding a Real Estate Investment Trust (REIT) Index Option to the Thrift Savings
Plan: Considering the Views and Advisory Role of the Employee Thrift Advisory
Council (ETAC)”

Good Afternoon, Chairman Porter and members of the committee, For the record, I am Richard
L. Strombotne. 1 live in Gaithersburg, Maryland. 1 am the nominee of the Senior Executives
Association to the Employee Thrift Advisory Council (ETAC) and I am serving my second term
on the Council. I am testifying as an individual and not as the representative of any organization
to which I belong. The views [ offer are my own, though I hope and expect that others share
them,

It is a pleasure to be here and have the opportunity to discuss the resolution recently approved by
the ETAC regarding legislation to include a real estate investment trust (REIT) index fund as a
part of the Thrift Savings Plan (TSP) and my support of that resolution.

1 believe I owe you some information about my background so you can put this testimony into
context. I retired from the National Highway Traffic Safety Administration, U.S. Department of
Transportation, in August, 1996, after 34 ¥ years of federal service, most of it as a member of
the Senior Executive Service (SES).

In 1979, I became a charter member of the newly established SES. In 1980, I joined the Senior
Executives Association (SEA) as a charter member. 1 subsequently served on the Board of
Directors of SEA for eight years. I was acting president for a 3-month period and chairman for a
year. While the legislation establishing the Federal Employees Retirement System (FERS) was
being considered in the mid-1980s, I chaired SEA’s Task Force on Retirement Issues. This Task
Force recommended a number of policy positions for the SEA regarding the FERS legislation,
many of which the SEA Board adopted. One such recommendation was to permit CSRS
employees to contribute up to five percent of pay to the new Thrift Savings Plan. As you know,
this feature ultimately was included in the FERS legislation. I am proud of the role played by
SEA in helping to form this important legislation. This activity was the origin of my interest in,
and involvement with, retirement issues. Incidently, I was among the group of CSRS
employees who switched to FERS in the first open season in 1987.

Because of my early involvement with the legislation establishing FERS and authorizing the
TSP, I have been particularly pieased to see how it has evolved over the years. There is no need
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to recapitulate that evolution except to note that at the start, participants could choose from only
three funds, they could only change their contribution targets and fund allocations on set
schedules, the amounts of contributions were limited to 10 percent of pay for FERS employees
and 5 percent for CSRS employees, and only civilian employees could be participants. Now,
every aspect has changed so that participants have more options with greater flexibility in their
contribution amounts, choices of funds, and allocation of assets. And members of the military
services can also participate. This evolution is the result of Congress and the Federal
Retirement Thrift Investment Board working for the best interests of federal employees, civilian
and military.

After my retirement in 1996, I continued to be interested in retirement issues. I helped to start
SEA’s retiree chapter and served as chair or co-chair for about six years. In October, 1996, I
became an active member of NARFE. I became the chairman of the FERS committee of the
Maryland Federation of Chapters, NARFE, and provided training on FERS related matters to
Service Officers. In the past several years, I have written a number of successful resolutions to
improve FERS and the TSP that have become part of the NARFE Legislative Program. For
example, one proposal is to permit civilian employees to contribute bonuses and performance
awards to the TSP, just as members of the military services can.

In 2000 or so, I was asked to serve on ETAC as the SEA nominee. 1accepted the nomination
and subsequent appointment. As noted earlier, I am serving my second term. [ serve asa
volunteer. Ireceive no compensation, either directly or indirectly, from the Senior Executives
Association or any other organization or individual, for providing my time, energy, and
judgment to serve on the Council. 1bring to the table the sum of my experiences as a federal
employee, a senior executive, a retiree, and an advocate for retirees and my fellow citizens. As
such, I exercise my independent judgement about the issues that come before the Council. The
minutes of Council meetings will show that I am a proponent of making further improvements to
the TSP. T offer two examples. Thave proposed that the Board support legislation to permit
spouse survivors to continue as owners of TSP accounts, much as spouse survivors can become
owners of IRA accounts today. I have also proposed that the Board support legislation
permitting the TSP to offer Roth-type accounts, just as 401(k) plans can do.

Early in 2005, I attended a briefing by representatives of the National Association of Real Estate
Investment Trusts (NAREIT) regarding the potential benefits of including a REIT index fund
among the investment options for the TSP. This was a very sophisticated and convincing
argument, involving modern portfolio theory for asset allocation. It introduced me to the
concept of the “efficient frontier.” The idea is that for a given basket of investment options there
is a mixture at each yield level that has minimum risk and a mixture at each risk level that has
maximum yield. The briefing suggested that including a REIT index fund in the TSP would
raise the efficient frontier above the reference level.

I don’t intend to get too technical here, but this briefing got me interested in the idea. So I read
deeply into the academic and popular literature on asset allocation and the efficient frontier. |
found out some of the strengths and weaknesses of the efficient frontier concept and what the
advocates and critics had to say.
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1 will summarize briefly some of the highlights of what I found out; highlights that are relevant
here because they helped form my attitude about including a REIT index fund in the TSP.

1.

The efficient frontier method uses the data of the past to make decisions about investment
allocation now. In some respects, it is like steering a car by looking at where you have
been. But since the future is unknowable, it may still be a very useful way to steer when
there is no possible way to look ahead.

The efficient frontier methodology requires a great deal of historical data about different
investment classes. The choice of time period for analyzing the data may have a huge
effect on the results. For example, using a 3-year period can give vastly different results
than a 10-year period.

The results coming out of the efficient frontier method can be very sensitive to small
changes in some of the input data. For example, if two investment options have very
similar average yields and different risk factors, small changes in the yield of one can
result in big changes in their relative asset allocations along the efficient frontier.

There are good reasons to expect generally lower gains in the U.S. stock market in the
future than in the past. In the efficient frontier context, this means that the heavy
weighting of large cap stocks resulting from backward looking calculations may not be
appropriate for the future.

The COLA- protected defined benefit part of FERS and CSRS can be considered risk-
free assets for the purpose of asset allocation by TSP account holders. It can be
considered the equivalent of having a large amount of assets in an inflation-protected
TIPS-fund. Consequently, federal employees can take more risk with their investments
in the TSP than persons who don’t have those benefits can take with their 401(k)
investments,

Earlier this year, James Sauber, Chairman of the Council, proposed the resolution that is the
focus of this hearing. After reviewing it, I decided to support it. It was thoroughly discussed at
the Council meeting, revised somewhat, and approved by the Council, with the sole exception of
the representative of the Department of Defense who, most appropriately, abstained from voting.

I supported the Council’s resolution for several reasons.

I.

I thought it was premature to pick out a REIT index fund as the next investment option
for the TSP in the absence of an analytical comparison with other potential investment
options. Superficially, there are other options that may be even more attractive for
addition to the TSP than an REIT index fund. For example, as recently as Monday, April
17, 2006, the Wall Street Journal reported the year-to-date gains of exchange traded
funds (ETFs) with several having gains greater than that of one specializing in REITs.
While the Wilshire REIT (symbol: RWR) had a gain of 7.7 percent, two emerging market
ETFs, EEM and ADRE, had gains exceeding 14 percent, Gold Trust (1AU) had a gain of
15.4 percent, and Global Energy (IXC) had a gain of 12.1 percent. I don’t pretend to
know whether or not these would be good additions for the TSP, but I would like to have
them be included in the analytical comparison of investment options. And the Board has
initiated a comparison of potential investment options.
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2. I have concerns about including a REIT index fund at a time when real estate may be
entering a down market. Almost any day I can pick up a newspaper or magazine and
read about the housing market cooling off. T have been around long enough to see both
boom and busts in the housing market and in real estate in general. 1 have relatives and
family who have been burned by the untimely onset of a housing bust. SoIam
concerned that it would be very easy for a person to make a big allocation to the REIT
index fund because it is “hot” and then take a big loss when the real estate market drops.

3. I agreed with every statement in the “Whereas” clauses in the ETAC resolution.

If the Board’s study of potential investment options for the TSP concludes that federal
employees and retirees would benefit by including additional funds in the TSP, and a REIT
index fund is among those funds being recommended, I would be happy to join in supporting
that expansion of options. However, in my judgment, it is premature to require now that the
REIT index fund be offered, absent the analytical examination of the full range of options.

Mr. Chairman and members, that completes my prepared testimony. Thank you for hearing me.
I will be happy to respond to any questions you may have,

#

Submitted by:

Richard L. Strombotne

310 High Gables Dr. #205
Gaithersburg, MD 20878

P/F: 240.632.9881

email: RLStrombotne@iece.org,
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Mr. PORTER. Thank you very much. We appreciate your testi-
mony.

I have a few questions. Please know that these will be very rea-
sonable questions. You are lucky you are up at this hour, not a lot
earlier. [Laughter.]

Mr. STROMBOTNE. Yes, we appreciate that.

Mr. PORTER. Thank you again for being here and, as I said, we
appreciate what you are doing.

Mr. Sauber, did ETAC conduct any scientific survey of all Fed-
elgll ?employees to see if they wanted to add a REIT index to the
TSP?

And let me followup with a second question. Do you have the re-
sources to do such a study?

Mr. SAUBER. No, we haven't—we did not conduct any scientific
s%rveys of our members. However, I think there is a misimpression
about

Mr. PORTER. I am not sure, is your microphone on? Try it one
more time.

Mr. SAUBER. I'm not sure if there’s been a misimpression about
the role of ETAC and how we work. Our organizations are unions
and associations that have elected leaders. And what I did—be-
cause we don’t have the resources to do a survey of the kind that
you ask about, we rely on our members to bring their experience
and their meetings, their interactions with their members, with
their State conventions, with their legislative conferences.

Just speaking for myself on behalf of the NALC, in the NALC we
hold 50 State legislative conferences every year. Every State asso-
ciation has a legislative conference. We have multiple regional
training sessions. At our national convention every year since 1988,
we have had a Thrift Savings Plan seminar. In the course of all
those years—I've been involved from day one with this Thrift Sav-
ings Plan. In the course of all those years, I can say with great con-
fidence that members of the NALC have not indicated a desire for
a REIT fund.

Now, if we did a survey of them, how they would respond, I don’t
know. I'm not saying I can predict exactly what our members
would want or wouldn’t want or to what extent they’re in a position
to make this judgment. I think they’re relying on their union to ex-
ercise judgment for them. And so for that reason, based on that,
I asked all members of the organizations in ETAC repeatedly over
several meetings, are you hearing from your members? Do they
want—you know, the REITS are the hot item. They’re the item
that are getting a lot of attention of the financial press. And every
time I've asked, they said no.

That being said, I think our judgment is not really on the merits,
the pro or con of REITs. We haven’t made that judgment. We don’t
pretend to be investment experts. What we’ve focused on are two
things: the process and the policy. We think it’s not only important
what funds we add, but how we add them, so that we set a good
precedent for the future. And I think up to this point, it’s been a
good cooperation between the board, ETAC, and Congress. We've
tried to reach consensus before making big changes in the law. And
I think that we’d be well advised to continue down that road be-
cause I think it builds trust in the plan. It makes sure—I think
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Congressman Cummings talked a bit earlier about rather being
safe than sorry later.

That really is what motivates us. We're not making a judgment
one way or the other on REITs. We want to have all the informa-
tion. We want to know how much it’s going to cost, what are the
pros and cons, and we want to, frankly, test some of the very inter-
esting information that we got from NAREIT. I went out of my way
to make sure that all our members met with NAREIT. So when
Congressman Van Hollen was saying earlier, is our only source of
information the board, that is not the case. We went out of our way
to talk to the folks who know most about this industry.

Now, should we take their presentation on faith? I don’t think
we’d be responsible representatives to do that. I think that’s why
we've asked for—we really do think it’s important to have an inde-
pendent review before making a final judgment. And I understand
the frustration you have, this—I sat through the hearing. I under-
stand the frustration you have about the time it’s taken to get this
study done. Nonetheless, despite that, I just think it would be wise
for us to try to wait until we get a full understanding of these
issues before we proceed.

Mr. STROMBOTNE. May I comment?

Mr. PORTER. Yes.

Mr. STROMBOTNE. After the NAREIT briefing, as a retiree I had
some time available that people who are more busy don’t have, and
I took it on myself to go into the Internet and look up the literature
associated with asset allocation. I received quite an education. I
went through a lot of the pertinent literature, and I think on the
back of my—at the end of my prepared statement, you will see a
very short, selected bibliography. But I came away from that with
a much greater appreciation of both the benefits of what is called
the efficient frontier method for asset allocation, but also with an
appreciation for its pitfalls.

One of those pitfalls is if you have two funds or two investment
classes with very similar yields, but one has a great deal more vol-
atility or risk than the other, small changes in the yield can lead
to big changes in the proportion of assets in the optimum alloca-
tion.

And so my reading into the literature on asset allocation is what
I brought with me when I decided to support the resolution, that
iii was just premature at this stage to pick out one particular asset
class.

Mr. PORTER. Thank you.

I guess just a couple additional questions at this point. Of the
five funds now in existence, didn’t Congress create three of those
funds without the TSP Board?

Mr. STROMBOTNE. I am sorry. I didn’t hear you.

Mr. PORTER. Of the five funds that are available today, didn’t
Congress create three of the five without the TSP Board?

Mr. SAUBER. Yes, that is correct. When the legislation was draft-
ed, it was created by Congress, that is correct. And the new funds
were created by Congress as well.

Mr. PORTER. Thank you. I guess just one additional question. Did
you understand that Congress was encouraging to have the study
done as soon as possible? Was that made aware to you folks?
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Mr. SAUBER. Yes. In fact, I think Congressman Davis, Tom
Davis, mentioned one of our meetings where we discussed it. And
I was very concerned about this issue, and that is why I asked the
question to Mr. Amelio and Mr. Trabucco: Where were your discus-
sions with Congress on this study? Because I understood the frus-
tration and that there was concern about whether or not the study
was going forward.

And when we met in October 2005, I was under the impression
that, based on their August 11th letter, there had been some meet-
ing of the minds about how you were going to proceed. And I
learned by the end of the year, certainly by the beginning of 2006,
that certainly had broken down.

So we were aware of it, and we were under the impression that
you had reached some sort of accommodation. That clearly did not
happen.

Mr. PORTER. Thank you.

Mr. Davis.

Mr. Davis or ILLINOIS. Thank you very much, Mr. Chairman.
Before I ask any questions, I have a number of letters from various
associations and organizations that I would like to ask be submit-
ted for the record in opposition to passage at this time, from the
American Federation of Government Employees, the National
Treasury Employees Union, the American Postal Workers Union,
the Federal Managers Association, the National Association of Let-
ter Carriers, and the Senior Executives Association. If these could
be submitted for the record, I would appreciate that.

Mr. PORTER. No. [Laughter.]

Without objection, certainly. But these are all ETAC members,
correct?

Mr. DAvIS OF ILLINOIS. Yes.

Mr. PORTER. Thank you.

Mr. Davis orF ILLINOIS. Thank you very much, Mr. Chairman.

Mr. PORTER. Caught you, didn’t I?

Mr. DAvIS OF ILLINOIS. Yes.

[The information referred to follow:]
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B "AMERICAN FEDERATION OF GOVERNMENT EMPLOYEES, AFL-CIO

John Gage Jim Davis Andrea E. Brooks
National President National 5 sqal National Vice President for
. ‘Women and Fair Practices
8d/217187
March 27, 2006

The Honorable Jon Porter

Chairman

House Government Reform

Subcommittee on the Federal Workforce and Agency Organization
U.8. House of Representatives

Washington, DC 20515

Dear Chairman Porter:

On behalf of the American Federation of Govemment Employees, AFL-CIO, | am
urging you to oppose H.R. 1578, a bill to add a real estate investment trust
(REIT) fund option to the Thrift Savings Plan (TSP), when your subcommitiee
considers the bill in April.

AFGE is opposed to H.R. 1578 because we are concerned that the addition of a
REIT fund option would adversely affect many of the important characteristics of
the TSP that have made it such a success. For example;

(1} To minimize risk to TSP participants, Congress established five secure
investment fund options ~ four of which are broad-based index funds that invest
in private-sector securities in multiple sectors of the economy. (The fifth
investment fund option invests exclusively in U.S. Treasuty securities backed by
the full faith and credit of the United States.) But the addition of a namow-based
REIT fund that invests in a single sector of the economy — commercial real estate
~ would increase TSP participant risk, particularly if Congress continues to allow
TSP participants to place all their contributions in one investment fund.

(@)  The four TSP index funds have significantly lower administrative costs
than actively-managed investment funds. But, as Gary Amelio, Executive
Director of the Federal Retirement Thrift Investment Board, pointed out at your
subcommittee’s April 18, 2005 hearing, the addition of a REIT fund option would
likely increase TSP participants’ inter-fund transfers, thereby complicating the
administration of the TSP and increasing TSP administrative costs.

In addition, AFGE is opposed to H.R. 1578 because we are concerned that
adding an investment fund dedicated to a single, narrow sectoi of e economy —
commercial real estate - would violate the intent of the Federal Employees
Retirement Systemn Act of 1986 fo authorize investments in broad-based index

80 F StredW R Washington, DC 20001 « (202) 737-8700 « FAX (202) 639-6490 « www.afge.org
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funds that cut across the major sectors of the economy. Such a violation would
set a dangerous precedent — resulting in cther narrow, private-sector interests
lining up at Congress’'s door asking to be given the same tfreatment as the
commercial real estate industry.

Proponents of H.R. 1578 argue that adding a REIT fund option to the TSP is
necessary to give federal empioyees the opportunity to achieve greater
diversification of their investment portfolios. But such arguments ignore the fact
that TSP participants already hold over $1.1 billion in RE!Ts through the
Common Stock Index Investment Fund (the *C Fund”) and the Small
Capitalization Stock Index Investment Fund (the “S Fund”) — making TSP the 13"
largest holder of REITs in the country.

In conclusion, AFGE urges you to oppose H.R. 1578, a bill to add a REIT fund -
option to the TSP, when your subcommittes considers the bill in April.

Thank you for your attention to this imporiant matter.

Sincerely,

éeth Moten

Legislative and Political Director

£00217357.D0OC)



March 28, 2006

The Honorable Henry Waxman
U.8. House of Representatives
Washington, DC 20515

Dear Representative Waxman:

Tunderstand that in April, the Subcommittee on the Federal Workforce and Agency
Organization may be considering HR 1578, a bill to add a real estate investment fund to the
Thrift Savings Plan (TSFP). The National Treasury Employzes Union (NTEU) has serious
reservations as to this bill and does not believe the Subcommittee should approve HR 1578 at
this time.

It would be highly premature to pass this legislation before the report of the Thrift
Savings Board’s investment consultant, which is expected later this year, I serve as a member of
the Employee Thrift Advisory Council, and NTEU is part of the unanimous vote of that body to

oppose a real esiate investment fund at this time. A much more careful and studied process
needs to be pursued before the introduction of any sector funds to TSP.

On behalf of NTEU’s active and retired members, almost all of whom participate tn TSP,
[ appreciate your consideration of our views.

Sincerely,

Casrr ey

Colieen M. Kelley
National President

1750 H Street, N.W. = Washington, D.C. 20006 » (202} 572-5500 e Sl
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1300 L Street, NW, Washington, DC 20065

March 28, 2006

Jon Christopher Porter, Sr., Chairman

Subcommittee on Federal Workforce and Agency Orgamzanon
B-373A Raybum House Office Building

‘Washington, DC. 20515

Danny K. Davis, Ranking Member

Subcommittee on Federal Workforce and Agency Organization
B-373A Rayburn House Office Building .

‘Washington, DC 20515

Dear Chajrman Porter and Representative Davis:

On behalf of the over 300,000 members of the American Postal Workers Union
(APWL), AFL-CIO, I am writing to urge you to postpone consideration of H.R.
1578, a bill “to provide for a real estate stock index investment option under the
Thrift Savings Plan.” As a member organization of the Employee Thrift Advisory
Council (ETAC), the American Postal Workers Union had studied the proposed
legislation in detail. We have met with other ETAC member organizations on
several occasions to discuss the introduction of a new fund, including meetings
with representatives of the National Association of Real Estate Investment Funds.
After a review of all the relevant information, we have come to the conclusion that
the legislation is not in the best interests of members of the American Postal
Workers Union.

APWU worked with most other members of the ETAC to create the Federal
Employees Retirement System Act of 1986, We are very proud of our support and

. involvement and the many successes of FERS since its inception. One of the

greatest successes has been the Thrift Savings Plan. Our members are comfortable
with the method by which the existing funds have been proposed and designed.
The proposal to add funds which neither our members, nor the experts-at the
Federal Employee Thrift Investment Board have endorsed, will ultimately depress
the confidence of our members in the program.

As you know, the members of ETAC, by a vote of 11-0, opposed the addition of &
real estate find to the program. No one knows betier than the representatives for
the member organizations the wishes of the more than 3.5 million participants who
have amassed accounts totaling nearly $180 billion. These representatives have
overwhelmingly opposed the additional fund at this time.
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Jon Christopher Porter, Sr., Chairman
"Danny K. Davis, Ranking Member.
March 28, 2006

Page-TWO

The Federal Employees Thrift Investment Board and members of ETAC continue
to seek opportunities to improve the Thrift Savings Plan for postal and federal
employees. However, APWU joins the other member organizations of ETAC in its
opposition to adding a narrow sector fund to the index funds now offered by TSP.

At some point in the future, it might be wise to add a real estate fund to the mix of
funds currently offered by TSP, However, it is the unanimous view of ETAC
members that now is not the appropriate time. We look forward to continuing to
work with you to provide the best possible retirement systems for our members,
We hope you will postpone consideration until we can arrive at a cousensus view.

Sincerely,

vke Reid ] | %ﬁn‘b&i&mﬁ

gislative Director President
AC Representative '

MR:WB:sec
opeiu #2
afl-cio
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March 28, 2006

The Honorable Danny Davis

Ranking Member

House Government Reform Committee

Subcommittee on the Federal Workforce and Agency Organization
Ford House Office Building

Washington, DC 20515

Dear Congressman Davis:

On behalf of the nearly 200,000 managers, supervisors and executives
in the federal government, please aliow us to address some concerns
with the legisiation H.R. 1578, the Real Estate Investment Thrift
Savings Act (REITS). While we are not opposed to the use of federal
retirement funds for real estate investments, we continue to have
reservations with the singular focus of the legislation and gquestion the
precedent it sets.

Since the introduction of the Thrift Savings Plan as part of the Federal
Employee Retirement System Act in 1986, which replaced the Civil
Service Retirement System, the Federal Retirement Investment Board
has developed six investment funds that represent a range of risks and
options from government securities to international stock indexes.
Indeed, two of the available funds include investment in real estate
options along with other diversified investments, and each one was
brought about through a collaborative process between Congress, the
Board and employee representative groups.

In Congress’ wisdom, they included a provision in the 1986 legislation
that established an advisory council made up of employee
representative groups to consult with the Board in discussing changes
and advancement to the TSP. The Employee Thrift Advisory Council
(ETAC) consists of unions, management organizations, and other
professional associations representing federal employees enrolled in
FERS and acts independently and in collaboration with the Board. FMA
has held a seat on the Council since its inception and I currently hold
the position of Vice Chairman.

In anticipation of the debate on this piece of legislation, ETAC invited
representatives from the real estate investment industry to provide

1641 Prince Street & Alexandria VA 22314-2818 = Tej: (703) 683-8700 u Fax: (703) 683-8707
» E-mait iInfo@fedmanagers.org m Website: www.fedmanagers.org
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their perspective on this development. It was our intention to gain a
full understanding of their position.

At a recent meeting of the Council, we adopted a resolution that
addressed the concerns of the various groups with the development of
any new fund for the TSP. We agree with the message of the
resolution that the, “development of a new fund should come from an
independent process developed by the Plan’s fiduciaries that promotes
integrity in the investment of Federal employee retirement funds.”

By opening the door to industry specific investments, Congress sets a
precedent, which could lead to other industries asking for their own
investment funds to be introduced in the TSP without specific regard
for federal retiree funds.

We believe that Congress and the Board should entertain different
investments and explore more ways to provide federal employees with
sound financial options for their retirement. According to a recent
audit of the investment options by Ennis Knupp, so far the Board is
doing a good job with developing those options. However, the
introduction of any new fund must take into account diversity and be
developed in a coliaborative process with the Plan’s fiduciaries. Please
take these thoughts into consideration as you deliberate on H.R, 1578.

Thank you for your time and consideration of our concerns.

With kindest regards,

Michael B. Styles
National President
Federal Managers Association

1841 Prince Street m Alexandria VA 22314-2818 w Tel: (703) 683-8700 m Fax: (703} 683-8707
= E-mail: Info@fedmanagers.org » Website: www.fedmanagers.org
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April 4, 2006

VIA FACSIMILE

The Honorable Jon C. Porter The Honorsble Danny X. Davis
Chairman Ranking Member

Subcommittee on Federal Workforce Subcommittee on Federal Workforce
and Agency Organization and Agency Organization

B-373A Rayburn House Office Building 511 Ford House Office Building
‘Washington, DC 20515 Washington, DC 20515

Re: The Senior Executives Association on H.R. 1578
Dear Chairman Potter and Representative Davis:

As you know, the Senior Executives Association (SEA) represents the interests of career federal
executives in the Senior Executive Service (SES), and those in Senior Level (SL), Scientific and
Professional (ST), and equivalent positions. We write concerning the establishment of a Real
Estate Investment Trust (REIT) fund in the Thrift Savings Plan (TSP) as outlined in H.R. 1578,
and to state that SEA has decided to take no position on this bill,

As a general practice, SEA takes positions on issues that directly affect career Senior Executives
and those in equivalent positions, as well as “good govemment'” management issues from time to
time. SEA’s Board of Directors has considered the REIT issue and has determined that neither
does it significantly impact the career executive service nor does it represent a “good
governmment” issue. Thus, we take no position on HR. 1578,

According to statute, SEA does rece d for appointment one of the members of the
Employee Thrift Advisory Council (ETAC), That member participated in a recent resolution
opposing, or at least delaying, establishment of a REIT. SEA has full confidence in the ETAC
representative we have recommended, and we trust him to exercise his independent judgment on
matters coming before ETAC that impact the Thrift Savings Plan. His vote on an issue does not
necessarily reflect SEA policy.

‘We hope this clarifies SEA’s position on this matter.

Sincerely,
Coned A Bovwein /Mw%w/é/
CAROL A. BONOSARO WILLIAM BRANSFORD

President General Counsel
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Mr. DAvis OF ILLINOIS. Mr. Sauber, let me ask a couple of ques-
tions. Francis Cavanaugh, who was the first executive director of
the TSP, stated in testimony submitted for the record that TSP
participants were concerned that the management of their TSP
funds would be subject to political influences. Therefore, the Fed-
eral Employees Retirement Act of 1986 required that all TSP stock
funds be broad-based index funds that do not favor any particular
industry.

Do plan participants still have these concerns? And do you know
why the TSP was exempted from the OMB budget appropriations
and regulatory controls?

Mr. SAUBER. Well, I cannot testify that I have been aware of any
sort of increase or growth in concerns among TSP participants
about political manipulation, and the reason is the Thrift Savings
Plan over its history has kept—politics have been kept out of it
pretty well. We have had a good, long—I mean, this Congress and
the Board can be very proud of how popular the TSP is and the
level of trust and the high level of participation. Our participation
rates are much, much higher than typical 401(k) plans, and I think
in part because there is a lot of trust in it.

I think in terms of why the Congress exempted the Thrift Board
from the appropriations cycle, I think in general the idea was the
funds that are invested in the TSP are the funds of the employees.
That $180 billion belong to the workers, the employees who are
saving for their retirement. These are not taxpayer money, and I
think that was the main reason for exempting and for creating
some independence for the Board and for creating the Board as fi-
duciaries whose job is to look out solely for the interests of the par-
ticipants and beneficiaries.

Mr. DAvis orf ILLINOIS. Mr. Strombotne, you have obviously
spent a great deal of time, energy, and effort in this arena. Would
you care to comment?

Mr. STROMBOTNE. I think Mr. Sauber hit it right on the head.
The money that is in the Thrift Savings Plan is the employees’—
active employees and retired employees’ money. And that is suffi-
cient reason for OMB to keep its hands off.

And I must say that I have heard the concerns expressed at the
meeting about potential politicization of decisions regarding the
funds that go into the Thrift Savings Plan, and I think that is
something that I would be concerned about and I would hope that
all of you would be concerned about, because the Thrift Savings
Plan is just a tremendous success, and I have watched it progress
over the years. You know, at the very beginning, we only had the
three funds, and we could only make changes in our contributions
in limited periods. And we could only invest so much money, and
it was limited to civilians. And since then, it has expanded in prac-
tically every aspect. We have more funds. We have more flexibility.
We can now change our asset allocation daily if we wanted to. The
military is a part of that.

I think it is just a tremendous asset for Federal employees, retir-
ees, military and civilian.

Mr. DAvis oF ILLINOIS. Mike Miles, an independent financial ad-
viser, has stated that a reduced diversification results when there
is an overconcentration of investment in securities that performed



154

well just prior to investment. He also stated that if history is any
indicator, investors are likely to be the victims rather than the
bﬁr&egiciaries if increased portfolio concentration of a REIT fund is
added.

Do either one of you share Mr. Miles’ concerns? And if so, why?

Mr. STROMBOTNE. Well, if I may be the first one on this, what
I have seen from some of the investment advisers that I listen to
or read, Vanguard and Fidelity mostly, there is some concern about
offering too many options to people who are in 401(k) plans so that,
you know, they want to—too many choices are not so great, like too
many choices for breakfast cereal. You need to have a certain num-
ber that you can get your arms around and really understand, and
I think that is where the Thrift Savings Plan is today, particularly
with the introduction of the five lifecycle funds. The Federal em-
ployee now is not looking just at five funds. It is looking at five dif-
ferent options on lifecycle. And to some degree, there is a mix and
match there. And it is already beginning to get complicated.

Mr. Davis oF ILvLiNois. Well, I still like Corn Flakes but, Mr.
Sauber?

Mr. SAUBER. Yes, I do not think there is anything magic about
five funds. I do not have an objection to adding more funds. I think
Dick raises an interesting point. At one of our meetings we dis-
cussed a Wall Street Journal article about there is a diminished—
there is a point of diminishing returns. When you get too many op-
tions, it does start to decrease participation rates. But I am not ar-
guing that we are at that point. Just whatever funds we add, I
want to make sure that we have all the data and all the informa-
tion in and that we take our time and make a considered judgment.
So I am not so concerned about that.

In terms of return chasing, I think there is some evidence in the
behavior of Federal employees that they are just like a lot of pri-
vate sector investors. It is a problem for people in general in de-
fined contribution plans, and this is in part, I think, the fact that,
you know, we have made this big change in this country over the
last 20 years, shifting from defined benefit plans where the compa-
nies sort of invested people’s retirement for them and employees
had no role in it. And so in some ways we are in this transition
period where employees are taking a more and more—have to take
a more and more active role in managing their own retirement
funds. And as a result, they are learning as they are going, and I
think there is considerable evidence that there is a lot of return
chasing that goes on, people chasing the latest hot thing. And, un-
fortunately, Federal employees are not immune from that activity.
The Board has done studies to show that people tend to do that.
They tend to dump their C Fund shares after a big downturn, and
they tend to buy when things get hot. And that is something we
have to guard against.

Mr. Davis oF ILLINOIS. Thank you, gentlemen, very much.

Mr. PORTER. Thank you, Congressman.

Congressman Marchant.

Mr. MARCHANT. Yes, sir. Mr.—is it Strombotne?

Mr. STROMBOTNE. Strombotne, yes.

Mr. MARCHANT. Is that an Irish name?

Mr. STROMBOTNE. No. It is Norwegian. [Laughter.]
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Mr. MARCHANT. What process did you go—how many people are
in the Senior Executives Association?

Mr. STROMBOTNE. The Senior Executives Association, I have lost
track. I think there is somewhere between 2,000 and 3,000. I am
not an active participant on the board of SEA any longer. I am re-
tired. I was nominated by SEA to exercise my judgment, and I am
not that involved in day-to-day activities of SEA.

Mr. MARCHANT. OK. So there was no process to poll the SEA
membership as to whether

Mr. STROMBOTNE. No, there was not.

Mr. MARCHANT. What level of interest they had?

Mr. STROMBOTNE. No. But I must say that I was a senior execu-
tive for, I believe, if I do the math right, 17 years, about half of
my 34%2 years as a Federal employee. And in my experience, senior
executives are pretty darn busy doing their own jobs, which are of
high-level and significant importance, and I did not hear a lot of
my colleagues talking to me about their investment decisions and
whether or not they should be investing in the C Fund or the F
Fund. That is not uppermost on their minds, and I suspect that is
true today.

Mr. MARCHANT. Do you see any problem with the fact that you
went to the meeting and voted basically to postpone this decision
and then write a letter and said you did not really have—that you
really did not have any objection to it, but—you voted not to do it,
but then you wrote the letter and said you really didn’t have any
objection to it?

Mr. STROMBOTNE. I tried to explain that earlier in my testimony,
and that is, I voted in March based on the information that I had.
The letter from Carol Bonasaro, president of SEA, came out in
April. And between my vote and her letter, the SEA Board decided
that they would take no position on the bill. That does not change
my position.

Mr. MARCHANT. OK. So in this case, your research and your deci-
sion would supersede the Association’s that you were elected to
represent.

Mr. STROMBOTNE. Yes. They did not elect me. They nominated
me to be their representative, a task that I take very seriously.
And so I bring my best judgment to bear on the issues that come
before the Council. And I do not go back to SEA and ask how I
should vote.

Mr. MARCHANT. OK. Mr. Sauber, do you recall a similar exercise
2 years ago that the executive director recommended to you where
you would go to an outside consultant and get the first three
things, a study done on the first three things that were listed?

Mr. SAUBER. Do I recall them saying that they made plans to go
to an investment consultant for just the first three and not the
fourth?

Mr. MARCHANT. No. I mean, in previous budget cycles, you have
to go out for this—you have to rebid this Barclay account.

Mr. SAUBER. Right.

Mr. MARCHANT. In previous budget cycles did you go into a con-
sulting firm and get the first three items

Mr. SAUBER. I am not certain it is—these contracts have been 4
and 5 years in duration, so I do not know how many iterations of
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management contracts they have been through. But I do know that
they have an RFP process, but I frankly at this moment don’t recall
whether or not they engaged an outside consultant for that. I
would just have to check with my records. I would be happy to an-
swer what I find out.

Mr. MARCHANT. Does it seem strange to you with the kind of em-
pirical data that is available, just period, that it would take a con-
sultant as long as it is going to take this consult to come up with
the answer to that question?

N Mr. SAUBER. Well, there are four questions that they have asked
im, so—

Mr. MARCHANT. No, but the first three were just about bidding
out the contract.

Mr. SAUBER. Well, I know—I do not have any independent

Mr. MARCHANT. Wouldn’t you stumble on the answer to No. 4
along the way?

Mr. SAUBER. I was sort of interested earlier today. I see the ten-
sion between the agency and the Congress. I understand this. You
guys, by the nature of your job, you work in 2-year increments and
you have to move legislation, and I know that you are here to get
things done, and I totally respect that.

I just want to tell you, from our point of view, not from the
Board’s point of view—from our point of view as representatives of
employees, and they have the $180 billion invested, our time hori-
zon is not the same as yours. And I understand you are frustrated
with the Board, and that is something that I really want the two
sides to resolve. But from our point of view, we look at these funds
as being available for 20, 30, 40 years. Our members are going to
rely on it. So we do not really quite—so when I think of your ques-
tion, I have a much longer time horizon. I think whether they are
taking too long or too short is in the eye of the beholder. And obvi-
ously from your point of view, it is taking too long.

I frankly have been frustrated. I would like to know, too. There
are certain questions that I wish we had the answer to before we
came here. I would like to know how much

Mr. MARCHANT. There are 50 States out there. The State of
Texas, their fund is almost this big. I think CalPERS is. There is
empirical data out there readily available to answer this question.

Mr. SAUBER. Right.

Mr. MARCHANT. You do not have to go pay—what was the
amount of the contract, consulting contract?

Mr. SAUBER. I am not sure exactly. I think they revealed it to
us, but I don’t recall it at the moment. But I could find that out
for you.

Mr. MARCHANT. As chairman, do you convene the meetings?

Mr. SAUBER. Yes, I do.

Mr. MARCHANT. And in your absence, who convenes the meet-
ings?

Mr. SAUBER. Well, we have a vice chair that we consult together,
if we want to call a meeting. Either he or I are there. I have been
to every one we have had.

Mr. MARCHANT. OK. So do you set the agenda for the meeting
or does

Mr. SAUBER. Yes, I do.
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Mr. MARCHANT [continuing]. The executive director set the——

Mr. SAUBER. I set the agenda.

Mr. MARCHANT. OK. Thank you, Mr. Chairman.

Mr. PORTER. Thank you.

I guess just in closing, a couple questions, or maybe more of a
comment and you are welcome to respond.

I really sense and certainly respect that as members you are try-
ing to get as much information as you can because you have a huge
responsibility, not unlike we do. And I believe that you are, with
the information that you have and very little budget, if any, trying
to do the right thing for the right reasons, and I certainly respect
that.

If this legislation moves forward and there were some more safe-
guards and some more pieces that may help give you comfort,
would that—I guess would that give you more comfort with the leg-
islation?

Mr. SAUBER. I certainly would like to hear about those ideas, and
we are open to work with the committee, the subcommittee and the
full committee, on that. That would be an appropriate role for us,
and I would welcome the opportunity.

Mr. PORTER. And after today’s hearing—you get big points for
sitting through it all—are there some things that you may look at
differently in your roles that may help you in working with the
Board itself?

Mr. SAUBER. Well, actually, there was. I did want to comment on
a few things because I got the sense that there was some misappre-
hension, I think, about how we work under the Federal Advisory
Committee Act. From day one, the way the Council was set up was
we had a secretary of the Council, which is the general counsel of
the Thrift Board. The lawyers have always been involved. We have
had a very sort of cooperative relationship, and I get the sense that
there is some discomfort with that in Congress and that you think
we should have a more arm’s-length relationship.

I think there are pros and cons to that. You know, do I wish we
had a budget that we could undertake all these things? Sure, ev-
erybody wants a budget. But I am very convinced that our organi-
zations—again, I am going to speak for my organization. We are
a very democratic union. Ninety-two percent of letter carriers in
this country belong to the NALC voluntarily. They are very active
politically and legislatively. They are very knowledgeable. At every
one of our conventions, we have legislative resolutions, and we hear
from our members what they want. So I am absolutely convinced
I have a sense of where our members are, and I am convinced that
most of the organizations in ETAC are similarly structured. These
are democratic organizations with elections, and I think the Board
benefits from hearing from our organizations, and I think the Con-
gress benefits from having the ETAC available to serve as that con-
duit.

Unfortunately, I get the sense that, just from hearing today’s
hearing on this particular issue, things have not gone very well be-
tween the committee and the Board. And whatever role we can do
to help build a consensus we are willing to do.

Mr. PORTER. I appreciate that, and if there is anything that you
have gleaned today that would give you the tools that you need
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to—what you think to perform at a different level, if you had those
tools, please let us know.

Mr. SAUBER. Thank you very much. I appreciate that offer.

Mr. PORTER. Thank you very much.

I am going to be proposing legislation based upon the GAO re-
port, and the GAO report pointed out a few areas that need some
assistance. That is a systematic effort to assess TSP’s participants’
overall satisfaction with the service being provided, which I think
is just good business to find out, and to institutionalize the routine
collection of information and systematic assessment of industry
trends and innovations. So you will have more tools available to
you as a committee as you make your recommendations. So I will
be introducing legislation.

And I am very open for any other ideas. It does not have to be
tonight, but as we put this together, I would like to get some of
your thoughts to help improve and help you with your role.

Also for the record, I mentioned it earlier but in a more formal
perspective, I want to reiterate that Chairman Davis has asked
that we postpone consideration of H.R. 1578, instead consider the
bill in full committee at a later date so there could be a full and
fair debate about the proposals among the members of the entire
committee and stakeholder groups. So he wants additional input.
I just want to make sure that is understood.

And with that, thank you all very much for being here and we
will adjourn the meeting.

[Whereupon, at 6:48 p.m., the subcommittee was adjourned.]

[The prepared statement of Hon. Elijah E. Cummings and addi-
tional information submitted for the hearing record follow:]
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Opening Statement
Representative Elijah E. Cammings (MD-7)

Subcommittee on the Federal workforce and Agency Organization hearing entitled,
“Adding a Real Estate Investment Trust (REIT) Index Option to the Thrift Savings Plan:
Considering the Views and Advisory Role of the Employee Thrift Advisory Council.”

U.S. House of Representatives
109th Congress

April 26, 2006

Mr. Chairman, thank you for calling this critically important
hearing to examine the Employee Thrift Advisory Council’s
opposition to the Real Estate Investment Thrift Savings Act (H.R.
1578).

The Federal Employees Retirement System Act of 1986
established the TSP. Today it represents an essential component of
federal employees overall compensation package and retirement
benefits, and is the largest-defined contribution plan in the nation.

Under the TSP federal employees can invest a share of their
income in five funds. H.R. 1578 would direct the Federal
Retirement Thrift Investment Board to add a REIT fund option to
the TSP. While research indicates that REITs from 1988-2004
outperformed all of the funds under the TSP, Congress must
seriously consider the views of the Federal Retirement Thrift
Investment Board and the Employee Thrift Advisory Council when
evaluating the merits of H.R. 1578.

In moving forward, we must ensure that the TSP remains simple,
apolitical, and well-equipped with Fund options that can provide
TSP participants with the best return on their investment.

Make no mistake, we must never lose sight of the fact that the
retirement benefits the federal government offers to TSP
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participants represents one of its greatest tools to attract and retain
the best and the brightest to serve our great nation. Nor should we
forget that our decisions will resonate, for good or i, in the
retirement security of 3.5 million participants who are likely to rely
on the TSP in the twilight of their years.

With that in mind, I believe we should use this hearing as an
opportunity for some further deliberation by sincerely reflecting on
the position of the TSP’s legal fiduciaries and the position of the
organizations that represent federal employee groups. In the end,
our decision should hinge solely on whether enactment of H.R.
1578 is in the best interest of the TSP’s participants.

I look forward to the testimony of today’s witnesses and yield back
the balance of my time.
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February 24, 2005

The Honorable Jon C. Porter

Chairman

House Subcommittee on Federal Workforce
and Agency Organization

2157 Rayburn House Office Building
Washington, D.C, 20515-6143

Re:  REIT Index Option in Thrift Savings Plan
Dear Chairman Porter:

Thank you very much for the time and energy your Subcommittee has expended
in examining the benefits of adding new investment choices to the Thrift Savings
Plan (TSP), including a REIT index fund. We appreciate all of the cooperation the
Subcommittee has given us.

We continue to believe that adding more choices would provide substantial
benefits to TSP participants. The experts appear to agree. In a recent paper
analyzing the adequacy and characteristics of investment choices offered by
401(k) plans, professors from New York University and Fordham University
found that the types of choices offered by 62% of the 406 plans they analyzed
were inadequate and that these inadequacics over a 20-year period resulted in a
difference in portfolio value of more than 300%. For plans offering five or fcwer
choices, the proportion of plans found to be inadequately diversified rose to 85%.’
A study by the Investment Company Institute, which reported that more than 60%
of 401(k) plan participants have no other financial assets beyond a bank account,
serves to highlight the scriousness of these inadequacies.”

This letter provides you with our initial views on the subjects that Mr. Amelio
raised in the “White Paper” attached to his letter to Ron Martinson dated January
18, 2005. We are preparing a more detailed response with Ibbotson Associates, a
leading authority in the field of investment analysis and asset allocation, and
expect to present a more complete report to you in the near future, This letter
addresses the issues raised in the order presented in the White Paper.

! Elton, E. J., M. J. Gruber and C, R. Blake, The Adequacy of Investment Choices Offered By
401 (k) Plans, Working Paper, December 2004.
*id.
4 e
1875 Eye Street, NW, Suite 600, Washington, DC 20006-5413
Phone 202-739-9400 Fax 202-739-9401 www.narcit.com
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The Honorable JonGePorter
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The Ibbotson Study Is For [Hustrative Purposes Only

The White Paper dismisses the analysis provided by Ibbotson Associates, and by implication
nearly all investment research, advice and recommendations, because of the caveat attached to
that analysis: “This is for illustrative purposes only and not indicative of future results. Past
performance is no guarantee of future results.” This disclaimer accompanies nearly all
investment analysis both because of legal liability issues as well as its self-evident truth about the
uncertainty of future events. Indeed, the TSP itsclf advises plan participants on page 23 of its
own publication, entitled Summary of the Thrift Savings Plan for Federal Employees: “There is
no assurance that future rates of return for the TSP stock funds will replicate any of the historic
rates of return for those funds.” Similar language is found on page 5 of the Guide fo TSP
Investments.

Still, while acknowledging such uncertainty, financial planners, investment advisors and market
analysts generally do not counsel investors to ignore past performance. Not knowing future
results does not suggest investors should not review historical returns, In fact, historical returns
provide our only glimpse of important investment attributes, including the relative risks and
returns of different asset classes and the extent to which the returns to different asset classes
historically have been correlated.

Predicting Future Returns

After dismissing the Ibbotson analysis because “historical returns are not necessarily predictive
of future expected returns,” the White Paper then goes on specifically to conclude that it is not
reasonable to assume that international equitics will consistently underperform domestic equities.

Here the White Paper simply misinterprets this aspect of the Ibbotson analysis, which was
intended to provide an historic comparison of how the five investment choices now available to
plan participants actually performed since the inception of the TSP. Such historical comparisons
commonly serve as a starting point in investment research because they rely only on the
indisputable record of past performance and require no speculation. More complicated analyses
that depend on alternative forecasts of future investment returns subsequently may be developed.
In fact, such a forward-looking analysis was the basis for the second part of the analysis that
Ibbotson prepared for the TSP and that we presented to Mr. Amelio and his staff, but apparently
that part of the analysis has been overlooked or ignored. To be clear, neither Ibbotson nor
NAREIT argue that future investment returns will exactly duplicate the past record, but we do
believe that the past is a useful tool in planning for the future.

In fact, it is worth noting that in advocating its proposal to modify the Social Security system to
provide for personal investment accounts, even the White House has cited the historical rates of
return carned over the past ten years in the TSP’s C, S and I Funds as evidence that investors are
likely 1o earn more than the 3.3% annual real rate of return required to come out ahead in their
personal accounts.

e
NATIONAL ASSOCIATION OF REAL ESTATE INVESTMENT TRUSTS®
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Relevance of the NAREIT Equity REIT Index

The White Paper asserts that the NAREIT Equity REIT Index is an inappropriate benchmark for
measuring REIT investment returns because it includes the stocks of nearly all publicly traded
REITs, even the stocks of a number of small companies that the White Paper says “are very
thinly traded.” Again, the White Paper misinterprets our use of this particular index. We are not
recommending that the TSP introduce a REIT index fund that uses the NAREIT Equity REIT
Index as its benchmark, We only are recommending that the TSP add a REIT index fund to its
investment lineup. The choice of an appropriate benchmark for such an index fund would seem
to be best decided by a qualified investment manager. However, we do maintain that the
NAREIT Equity REIT Index, while not an investable index today, is an accurate measure of the
investment performance of equity REIT stocks as well as an appropriate measure for use in
investroent analysis.

The White Paper asserts that a more appropriate benchmark for investment analysis is the Dow
Jones Wilshire Real Estate Securities Index (WRESI). In a mean-variance optimization analysis,
the White Paper concludes that using the WRESI “would not have produced portfolios with
significant allocations to the WRESI ... and would only be included in the least risky portfolios.”
Pending further study, we do not at present either accept or reject these results. However, it is
clear that thesc results depend heavily on the composition and returns of the WRESL While we
are preparing a more complete comparison of the two indexes, it is clear that the disparity of
results attributable to the two indexes largely is explained by differences in the constituent
companies that comprised the two indexes in 1990 and 1991, differences that no longer are
substantive in 2003,

Total returns to equity REITs {(i.e., REITs that own and manage real estate and collect rental
income from the real estate’s tenants) have a low correlation with the total returns to other asset
classes in part because of the type of income they earn and because of the income distribution
requirements for REITs contained in the Internal Revenue Code. The apparent reasons the
NAREIT Equity REIT Index and the WRES! produced dramatically different returns in 1990
and 1991 are because the WRESI included many non-REITs and so-called “hybrid REITSs,” i.e.
REITS that own significant portfolios of mortgages as well as rental real estate, and because it
excluded all health care REITs and many other large REITs. Non-REIT real estate companies
historically incur far higher levels of debt and distribute little or no income compared to equity
REITs. Hybrid REITs have been far more sensitive to movements of interest rates and thus arc
considered more volatile. These disparities between the two indexes likely explain most, if not
all, of the disparities between the results of the Ibbotson and White Paper analyses. More
important, looking to the future the tracking error between the two indexes today is quite small.

The NAREIT Equity REIT Index does indeed reflect returns of equity REITs, More important,
eleven out of fifteen of the largest real estate funds benchmarked their performance to the
NAREIT Equity REIT Index as compared to the WRESI and the other REIT Indexes.’ The other

* Bancofdmerica Securities Real Estate Weekender (July 25, 2003). In addition, the NAREIT Equity REIT Index is
cited within the investment community as the benchmark for REIT performance more often than any other REIT
index. Deutsche Bank Fourth Annuai Real Estate Benchmark Study (Apri} 12, 2004).

‘e
NATIONAL ASSOCIATION OF REAL ESTATE INVESTMENT TRUSTS®
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indexes (including the DJ Wilshire REIT Index) have moved closer to how the NAREIT Equity
REIT Index is calculated over the ycars.“ As of January 31, 2005, the WREST still excludes
health care REITs as well as a number of other large equity REITs, while including three non-
REIT companies.

Validity of Mean-Variance Optimization

The White Paper also dismisses the Ibbotson Associates mean-variance analysis (MVA) as
lacking “common sense.” This is surprising. The TSP professional staff no doubt is aware that
MVA is a standard tool for asset allocation and analysis, not the only tool, but a common tool.
Harry W. Markowitz pioncered the use of MVA in the 1950s and was awarded the Nobel Prize
in Economics in 1990 for his work. Ibbotson Associates is widely acknowledged as experts in
the use of Mr. Markowitz’s mean-variance optimization for constructing what are known today
as “efficient frontiers” that identify optimal investment portfolios that would have produced the
highest investment returns for each level of investment risk. With MVA, such portfolios can be
constructed using either historical investment returns or a particular set of predicted investment
returns expected to occur in the future.

The Ibbotson MVA produced portfolios with relatively high allocations to a REIT index fund
because the relatively high level, low risk and low correlation of REIT returns produced optimal
portfolio returns that could not have been replicated with any combination of allocations to the
other five TSP investment funds. Over the 1988-2003 period, lower allocations to a REIT index
fund simply would have resulted in overall portfolio retumns that would have been less than they
could have been. However, at no point in the Ibbotson analysis, or in any of our conversations
with TSP participants and policymakers, has Ibbotson or NAREIT made specific investment
recommendations. In particular, NAREIT has never recommended that investors make a 40%
allocation to a REIT index fund or to any other fund. To clarify this point, we have asked
Iobotson both to update its analysis to reflect 2004 performance and to analyze the benefits to
TSP investors of more modcrate allocations of 10% or less,

Appropriate Additional TSP Investment Options

We agree with the White Paper’s position that consideration of alternative TSP investment
options should not be made on an ad hoc basis. Indeed, we understand that a thorough analysis
of alternative investment options was the basis for Chairman Davis’ central question contained in
his letter of July 21, 2004 to Mr. Amelio®: what are “the types of additional funds that offer
investment options that are relatively non-correlated with the performance of the existing five

* For example, in 2002 the Morgan Stanley REIT Index (recently renamed the MCSI Real Estate Index) for the first
time included health care REITs, something the NAREIT Equity REIT Index has done since health care REITSs were
introduced in the 1980s.

* The White Paper answered Chairman Davis® first question about the optimal number of TSP investment
alternatives by concluding the current five options “are sufficient for the construction of risk-optimized portfolios
appropriate for TSP participants.” By way of comparison with the private sector, the Profit Sharing/401k Council of
America’s latest survey discloses that 401(k) plans that offer lifecycle funds provide an average of 20 investment
options to their participants. The survey alsc reports that 401(k} plans that do not offer lifecycle funds provide an
average of 14 investient options.

‘e
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TSP funds and have demonstrated track records of creating value for investors in a diversified
investment portfolio™? The White Paper neither seriously addresses nor rigorously answers the
Chairman’s inquiry.

Instead, the White Paper provides no effective analysis of this pertinent issuc and only a
conditional assessment of what other investment options possibly should be considered in the
future: high-yicld debt, inflation protected bonds (TIPS, commodities and emerging market
equity. The White Paper only says that “[a]ll of thesc options should be considered in addition to
REITs, in any evaluation of additional finds.” While NAREIT strongly agrees with this
statement, Chairman Davis’ request for an analysis to determine which of these {or other
options) should be offered to TSP participants has yet to be fulfilled.

TSP Allocations to Real Estate

The White Paper acknowledges that recent survey data from defined benefit plans show that such
plans have a 5% mean allocation to real estate. However, a TSP participant cannot achieve a 5%
level by investing in the C Fund, which as of December 31, 2004 had a .55% allocation to
REITs. Moreover, a TSP participant conld achieve a 5% allocation to REITSs by investing in the
S Fund only if 75% of his or her TSP assots were allocated to the $ Fund.” Since the White Paper
expressed concern about a 40% allocation to a REIT index fund, surely the TSP professional
staff is not suggesting that a TSP participant should allocate three-quarters of their TSP portfolio
to one fund in order to obtain the same 5% allocation to real estate that is common for defined
benefit plans.

Liquidity

We find it quite notable that, contrary to carlier TSP representations, the White Paper now
concedes with respect to REITs, “Market liquidity is ample to support daily trading.” This is
consistent with Barclays Global Investors Chairman Blake Grossman’s letter to Chairman Davis
dated January 26, 20035,

In addition, the White Paper’s concern about transactions costs is hypothetical and could be
clarified further by Barclay’s Global Investors. However, we find it curious that the White
Paper’s concern about the likely transactions costs of a REIT index fund (an equity fund) focuses
on the $10.5 billion F Fund (a fixed income fund) rather than on a more relevant comparison
with either of the other two most recent equity funds, the $5.9 billion S Fund or the $2.3 billion I
Fund.® The White Paper does not state why the TSP staff apparently belicves that a REIT index
fund would attract capital more rapidly, or that transactions costs for a REIT index fund would
be higher, than for cither of these two more recent funds, both of which were added in 2001,

¢ Interestingly, the White House social security proposal to add personal accounts would add “a government bond
fund with a guaranteed rate of return above inflation” (2 TIPS fund) as a sixth fund to supplement the existing five
TSP funds. See Strengthening Social Security for the 21 Century (Feb. 2005).

; As of December 31, 2004, 6,.66% of the index tracked by the S Fund represented REITS.

5 A;\s2 gxoeada!c this letter was written, the TSP had not updated its “TSP Fund Information Sheets” beyond December

*é 4
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Administrative Concerns

The White Paper disparages TSP participants” ability to manage even the existing investment
options. While NAREIT agrees that lifecycle funds are appropriate and worthwhile, we continue
1o believe that TSP participants could bencfit by other investment options, perhaps supplemented
with more extensive educational programs developed by the TSP. At the very least, we believe
that not providing the investment manager of the lifecycle funds with the ability to specifically
allocate assets to a REIT index fund, as well as to a number of other possible choices, will
handicap the manager’s ability to provide optimum diversification benefits to TSP participants.

As Inoted, we currently are preparing the more detailed response warranted by the assertions
and generally unsupported conclusions put forward in the White Paper, and hope to get this more
detailed response to you in the future. In the meantime, we would be happy to discuss any of
these issues with you and your staff at your convenience.

Sincerely,

%QW

Steven A. Wechsler
President & CEO

cc: Ronald L. Martinson

[ X ]
NATIONAL ASSOCIATION OFf REAL BSTATE INVESTMENT TRUSTS®



167

o HENY A, WA, CALFOR
o RS MNORTY NEMGER
oAt oURTON, OIANA ONE HUNDRED EIGHTH CONGRESS TouLTes, cuEORNA
CHRIBTOPHEA SHAYS. CONNECTICUT Emmjs o i
ALEANA ROSAEHTINEN, FLORIDA 0L

. NEW PORK

MARK E. SOUDER. INDIANA
STEVEN G, LATOUREYTE, OHIO
D0UG OSE, CAUFORNIA

SRS Congress of the United States SRR

DENMS I 3
DANNY K, DAVIS, LLINOIS

ey THouse of Repregentatives e
1000 RUSSERL PLATTS, PENSTLYANA QIUNE E, WATSON, CALIFORNIA
cHus SRR Tan COMMITTEE ON GOVERNMENT REFORM STEPHERE LYNCh WASSAERISETTS
Ao SouAoge yinA LINDA T, SANCHEZ, CALIFORNIA
SOHN J, DUNCAN, JR., TENNESSEE 2157 Raveurn House OFFICE BUiLDING €A DUTCH UPPERSEHGER,
NATHAN GEAL, BEORGIA @ o LMES
vty siteit WasHiNgTON, DC 20515-6143 e o TR,
“lpgmpsy' ey o i COOPER, YENNESSEE
JONN B, GARTER, TEKAS Hamwe o) - sims BETTY MoCOLLUM,

\RSHA Bﬁg'lmlEWESSEE 5t . i
PAYRICK J. 3
KATHERING HARSIS, FLOTIDA T sl zs-ae2 BERNARD SANDERS, VERMONT.

www.house.govireforn

September 6, 2004

Mr, Steven A, Wechsler

President and CEO

Natienal Association of Real Estate Investment Trusts
1875 Eye Street, NW, Suite 600

Washington, D.C. 20006-5413

Dear Mr. Wechsler:

T would like to follow up with you regarding your interest in adding a real estate
investment trust (REIT) option to the Thrift Savings Plan (TSP).

On Tuesday, August 31, 2004, the staff of the Subcommittee on Civil Service and
Agency Organization met with Mr. Gary Amelio, Executive Director of the Federal Retirement
Thrift Investment Board (FRTIB), to discuss the possibility of adding REIT’s to the TSP.
Following both the meetings with Mr. Amelio, as well as with the National Association of Real
Estate Investment Trusts on June 23, 2004, I would appreciate if you could provide the commitiee
with additional information regarding a number of outstanding questions.

s

First, T am interested in your estimate of the ative and ma costs for a
REIT in the TSP. As you know, the administrative and costs of the TSP are
currently seven (7) basis points. Is it possible to add a REIT option to the TSP having
comparable costs? How many basis points would you anticipate?

Second, I would like you to provide further information regarding concerns about the
tiquidity of REIT"s and how it would affect the daily operations of the TSP. Currently, all funds
available to federal employees are accessible for daily transactions on the TSP website. Tt is my
understanding that most REIT"s cannot be bought and sold by an individual on a daily basis
without fees or penalties,guch as in IBM’s plani] which restricts trading in REIT’s to once per
quarter. If this is so, how would you propose integrating REIT”s into the TSP as an option for
employees? How often would you expect that an employee would be allowed to conduct
transactions without penalty?

Third, I am interested in how REIT’s have operated in other daily valued direct
contribution plans, Please provide information to the commitiee, if you are aware of any other
such plans, highlighting how these plans have dealt with the liquidity concerns raised in the
previous paragraph.

Fourth, I am interested in the performance of REIT’s as compared to the performance of
the five funds available in the TSP. The March 2003 Ibbotson Associates study on the TSP you
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provided to the committee reports that the average annual total returns of the NAREIT Equity
REIT Index were 12.8% from 1988-2003. Is this index representative of all REITs in the stated
time period? Did REIT’s exist before 1988 and, if so, how did they perform as compared to the
funds in the TSP?  ~

Fifth, I am interested in the level of interest that Federal employees would have in a real
estate option, considering their historically risk-averse tendencies. What would you anticipate to
be the participation in such a fund as a percentage of the total money invested in the TSP? In
other defined contribution plans, what is the average percentage of people who participate in a
real estate investment trust?

Sixth, the view has been expressed that REIT s are not a separate asset class of
investment, but rather an “industry” already represented in the broad portfolios of the C and 8
funds. How would you effectively differentiate REIT’s as a distinct investment option for the
TSP?

Please provide this information to the committee as soon as possible. 1appreciate your
willingness to work closely with this committee on matters of importance to the TSP, and look
forward to hearing back from you soon.

Sincerely,
e )
T A Abee))
) Tom Davis
Chairman
Committee on Government Reform



Real Estate Investment Trust (REIT) Option
For the Federal Thrift Savings Plan

Response to Chairman Davis’ Letter Dated September 6, 2004

By the

National Association of Real Estate Investrent Trusts®

October 7, 2004
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1. ADMINISTRATIVE AND MANAGEMENT COSTS

Is it possible to add a REIT option to the TSP having administrative and management costs
comparable to the current seven basis points cost of the other four externally managed
funds? How many basis points would you anticipate?

Yes, We understand that TSP administrative costs plus external management fees equal seven
basis points for the four TSP equity and bond funds now managed externally.’ Although the
Federal Retirement Thrift Investment Board knows best whether the TSP’s administrative
expenses for administering a REIT index fund would be more or less than its costs for
administering the C Fund, the F Fund, the S Fund and the I Fund, we have no reason to believe
that the costs for administering a REIT index fund would be any different.

We put the question of investment management fees to the portfolio managers and senior
investment professionals at institutional investment firms that manage some of the largest
actively managed, as well as passively indexed, REIT funds. We specifically asked them for
their indications of the likely investment management fees of providing a REIT index fund to
TSP participants. Generally speaking, these professionals recognize the appreciable economies
of scale available when managing large investment funds like the TSP, and they indicated that
the costs of managing a REIT index fund would be comparable with the costs of the TSP’s four
other externally managed funds and clearly less than ten basis points.

It is important to recognize that the cost indications provided by the investment professionals
with whom we have spoken likely are somewhat conservative and not firm quotations based
cither on competitive bidding or a direct inquiry by the Committee on Government Reform,
However, I am confident that firm quotations for investment management fees would be
fortheoming should the Commiittee itself request such information from one or more leading
investment management firms, most specifically the TSP’s current investment manager. We are
prepared io provide the Committee with appropriate contact information at the nation’s leading
investment management firms if such information would be helpful.

The critical question for TSP participants, as well as for all investors, should not narrowly focus
only on the costs associated with a particular investment opportunity, but rather more broadly on
the diversification and investment performance benefits available from that investment
opportunity relative to its costs, As clearly demonstrated in the March 2004 Ibbotson Associates
analysis, adding a REIT index fund to a portfolio of G, F and C Funds over the period 1988-2003
{the life of the TSP) would have increased average annual returns in optimal portfolios by up to
90 basis points, whereas adding the S Fund and the I Fund over the same period provided no
marginal increase in average annual returns.

! Documentation available at the TSP web site indi that TSP administrative exp plus in
management fees totaled 10 basis points for all five TSP funds in 2003, although several basis points owed to
approximately $36 million of capitalized expenses that were charged to participant accounts on June 23, 2003,
% The Ibbotson Associates analysis was completed in March 2004, not March 2003,
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Moreover, the Ibbotson Associates analysis conservatively assumed 28 basis points for combined
administrative expenses and investment management fees for offering a REIT index fund. As
our research indicates, actual administrative costs and management fees should be far less,
comparable to the other externally managed TSP funds.

2. LIQUIDITY OF REITS

Can most REITs be bought and sold by an individual on a daily basis without fees or
penalties? How would you propoese integrating REITs into the TSP as an option for
employees, and how often do you expect an employee would be allowed to conduct
transactions without penalty?

Based on the data and our inquiries, we believe that the liquidity of the REIT market is more
than sufficient to suit the needs of the TSP. Like the stocks of all other publicly traded
companies, REIT stocks are bought and sold daily both by institutions and by individuals on the
New York Stock Exchange, the American Stock Exchange and the NASDAQ. There are no
restrictions and no penalties on such purchases and sales other than the normal brokerage fees
paid to trade all securities on public markets. Likewise, REIT open-end, closed-end and
exchange-traded funds also are priced and traded daily. As shown in Exhibit 1, trading volume
of the NAREIT Composite REIT Index, which includes the stocks of approximately 180 publicly
traded REITs, has grown appreciably in recent years. Daily dollar trading volume has reached
an average of approximately $1 billion, with significantly higher volumes available when the
market demands it.

We propose integrating a REIT index fund as part of the TSP investment menu on a completely
equivalent basis with the other currently available four index funds, with comparable
accessibility for daily self-directed transactions and absolutely no penalties. According to
market professionals with whom we have spoken, most defined contribution plans that include
one or more REIT fund options place no costs, restrictions or penalties on their REIT options
that are not imposed on all other investment options by the standard features of the overall plan.

In particular, we have confirmed that the IBM 401(k) plan imposes no trading restrictions or
transaction penalties on its REIT index fund. IBM is the largest private 401(k) plan sponsor with
approximately $21 billion under management in its 401(k) plan. Although some trading
restrictions recently have been imposed on the plan’s International and European fund options,
these restrictions were adopted in response to the “stale pricing” issue at the root of the recent
mutual fund investigations regarding after-hours trading. No other restrictions on any other
funds are contemplated at this time. IBM allows each plan participant eight no-cost transactions
per year, not counting contributions, and allows unlimited additional transactions for a fee of $15
per transaction.
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These limitations apply to ALL investment options within the plan, not just the REIT option, and
were adopted to discourage excessive and short-term speculative trading in an investment
vehicle — a tax-deferred 401(k) — that IBM views as having been designed primarily for long-
term retitement savings. Such excessive-trading restrictions are in no way a response to limited
market liquidity in any of IBM’s funds, and the TSP clearly is under no obligation to adopt
similar trading policies regardless of the merits of such policies.

3. REITS AND DAILY VALUED DIRECT CONTRIBUTION PLANS

How have REIT investment options operated in other daily valued direct contribution
plans?

A May 2004 survey of members by the Committee on Investment of Employee Benefit Assets
revealed that about 70 percent of large 401(k) plan sponsors have introduced rules to control
market timing in their plans, and an additional 14 percent of sponsors plan to take similar action
in the near future.> Moreover, 85 percent of plan sponsors that already have adopted such rules
report having found those measures to be either very effective or somewhat effective at curbing
market timing or excessive trading. We have clarified the nature of trading restrictions in the
plans and funds offered by a number of other large plan sponsors and plan providers, and our
findings are consistent with these survey data.

T. Rowe Price Associates, Inc. is the eighth largest defined contribution plan provider with $57
billion of assets under management.* We have confirmed that T. Rowe Price imposes no unique
trading restrictions or other penalties on its REIT fund. However, effective January 1, 2005, T.
Rowe Price will add to 36 of its publicly offered, open-end funds certain excessive and short-
term trading restrictions plus redemption fees of one-half (0.5) percent to two (2.0) percent when
selling shares in those funds held for less than three months.® These funds include the Equity
Index 500 Fund (a passively managed fund indexed to the S&P 500 Index), the Extended Equity
Market Index Fund (an actively managed fund benchmarked to the Wilshire 4500 Index), the
International Equity Index Fund (a passively managed fund indexed to the FTSE Developed ex-
North America Index), the U.S. Bond Index Fund (a passively managed fund indexed to the
Lehman Brothers U.S. Aggregate Index) and the Real Estate Fund® (an actively managed fund
normally investing at least 80 percent of its assets in equities of real estate companies including
REITs).

According to a T. Rowe Price prospectus, excessive or short-term trading by market timers can
disrupt a fund’s investment program and create additional costs for long-term sharcholders.
Redemption fees-are paid to a fund to help offset costs and to protect its long-term shareholders.
The redemption fees apply to investors in both taxable and tax-deferred accounts, including

i Reported in the August 9, 2004 issue of Pensions & Investments,

Ibid.
¥ Shares purchased with reti plan participant contributions (e.g., payroll contributions) are not subject to the
redemption fees.
¢ Effective January 1, 2005, the holding period for the Real Estate Fund actually will be reduced to three months
from six months,
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401(K) accounts, and were adopted in order to deter market timers. Importantly, the prospectus
says nothing about market liquidity pertaining to the company’s real estate fund or to any other
fund. Although T. Rowe Price believes such policies are in the interests of its long-term
shareholders, the TSP would have no obligation to adopt similar policies regardless of their
merits.

The General Motors 401(k) plan offers its participants two REIT investment funds, and neither
of these two funds has any trading restrictions nor any redemption fees or other penalties.
General Motors Asset Management is the 27" largest defined contribution plan provider, as well
as a corporate plan sponsor, with $22 billion of assets under management. GM recently imposed
restrictions on the International and Emerging Markets funds in its 401(k) plan, once again
owing to the stale pricing issue surrounding the recent mutual fund investigations. GM also
clarified that market liquidity today imposes no limitations on either of its two REIT funds or on
any of the other funds in the GM 401(k) plan.

We also have confirmed that Verizon, Fidelity and Principal do not impose special trading
restrictions on their 401(k) REIT funds for liquidity purposes. Verizon Investment Management
Corp. is the fifth largest private 401(k) plan sponsor with $15 billion under management in its
401(k) plan. Fidelity Investments is the largest defined contribution plan provider with $360
billion of assets under management. Principal Global Investors is the largest 401(k) plan
provider by number of plans with $41 billion of defined contribution assets under management.

Verizon recently imposed certain trading restrictions on a number of the funds in its 401(k) plan,
including its REIT fund. As with T. Rowe Price, the restrictions were adopted as a means to
limit market timers and to address the issue of stale pricing surrounding the recent mutual fund
investigations and had nothing to do with market liquidity in any of its funds. Principal Global
Investors has added a number of similar restrictions to its international and emerging markets
funds, but none of those provisions are thought to be necessary for its REIT fund.

In defined contribution plans for which Fidelity is the bundled provider, Fidelity also has
adopted a structure of progressive trading restrictions to limit the effects of plan participants who
engage in excessive trading activity. As with T. Rowe Price, Fidelity also has adopted a
schedule of redemption fees for a number of its funds, including its Real Estate Securities fund,
to cover the costs of excessive transactions and to protect the interests of long-term shareholders.
The redemption fees range from three-fourths (0.75) percent for the Real Estate Securities fund
to two (2.0) percent for the small-cap funds. These redemption fees are imposed when selling
shares in those funds held for less than three months. Importantly, none of the trading
restrictions or redemption fees is meant to address concerns related to market liquidity.
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4. PERFORMANCE OF REITS

Did REITs exist before 1988 and, if so, how did they perform as compared to the funds in
the TSP? Is [the NAREIT Equity REIT] index representative of all REITs in the stated
time period?

Yes. REITs have existed, and their stocks have traded on public markets, since 1960. NAREIT
has calculated REIT investment performance benchmarks since 1972. The REIT investment
performance data included in the March 2004 Ibbotson Associates analysis are taken from the
NAREIT Equity REIT Total Return Index, which currently represents 146 REITS that trade daily
on the New York Stock Exchange, the American Stock Exchange and the NASDAQ.”

The investment performance data in the Ibbotson Associates analysis that you refer to in your
letter focused specifically on the 16-year period 1988-2003 because that is the period for which
complete TSP funds data were available. No TSP fund performance statistics are available prior
to 1988. Exhibit 2 summarizes the investment performance data cited in the Ibbotson Associates
analysis and in your letter. The average annual total returns demonstrate the diversification
benefits available from REITs during the shorter and more turbulent period of 2000-2003 as well
as the long-term competitive returns available from REITs over the longer period of 1988-2003.

Although TSP fund performance data only are available beginning 1988, a somewhat longer
perspective of nearly 21 years can be developed using data from the underlying indexes of all the
funds except the G Fund, which are available beginning 1984.% Exhibit 3 compares average
annual returns over the period January 1984 to August 2004 for the underlying fund indexesin a
format similar to that of Exhibit 2.° The data again demonstrate the diversification benefits
available from REITs during the shorter period of January 2000 - August 2004 and the
competitive level of REIT returns over the longer period of January 1984 — August 2004,

An even longer perspective on investment performance is illustrated in Exhibit 4, which
compares average annual total returns of a broader set of major stock and bond indexes for
various time frames over the 32-year period 1972-2003.'° Investment risk for each market index
measured by the standard deviation of annual returns over the entire period, is compared in the
bottom row of the exhibit. It is noteworthy that equity REITSs have provided competitive or
superior returns over all time periods and that those returns have been delivered at a lower risk
than all other equity indexes except the Dow Jones Industrial Average.

3

" There are a number of publicly traded, small-cap REITs that frade over the counter, as well as a number of publicly
registered REITs that are not publicly raded. These companies are not included in any of NAREIT’s investment
Eerformance benchmarks.

The period beginning January 1984 was chosen t the § Fund benchmark, the Wilshire 4500 Index, begins
January 1984.
® Returns for 2004 are based on eight months of data through August 31, 2004,
¥ The Russell 2000 Index is used for small-cap equity returns rather than the Wilshire 4500 Index because the
Russell 2000 Index offers an additional five years of historical investment performance.
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Comparing average annual returns over different investment horizons is only one way of
comparing performance. Owing to their unique statistical properties, the average return and
standard deviation of returns (shown in Exhibits 2-4) are measures used most frequently in
analyses of portfolio performance, including the Ibbotson Associates analysis. However,
investors also compare investment returns using the compound annual rate of return. The
compound annual rate of return has two attractive qualities. First, the compound annual rate of
return is a measure of annual return that can more easily be calculated over investment horizons
that do not begin and end with complete calendar years. Second, the compound annual rate of
return recognizes the compounding benefits of long-term investors who reinvest their interest
and dividend payments and hold their investments over long-term investment horizons,
Specifically, the compound annual rate of return is the 12-month rate of return required every 12
months to grow an initial investment amount into a future investment amount.

Exhibit 5 compares compound annual rates of return for different investment horizons over the
32-year period July 31, 1972 — July 31, 2004 for the same major market benchmarks shown in
Exhibit 4. It is again noteworthy that equity REITs have provided competitive or superior
returns over all time periods.

5. FEDERAL EMPLOYEE INTEREST IN REITS

Considering the historically risk averse preferences of TSP participants, what would you
anticipate to be their participation rate in such a (REIT) fund as a percentage of the total
mongey invested in the TSP? What is the average percentage of plan participants in other
defined contribution plans that participate in a real estate investment trust?

As most often is the case with newly introduced investment choices in other defined contribution
plans, the rate of participation in a newly introduced REIT index fund among TSP participants is
likely to increase slowly over time. Moreover, the participation rate is likely to vary over time as
participants respond to economic developments, changes from year to year in the investment
returns from different funds, and a varying demographic profile of TSP participants. The
participation rate also will to depend on how well TSP participants are educated about the
relative performance and diversification benefits available from a REIT fund as well as from all
other investment choices.

Risk preference is another factor likely to affect the rate of participation in a REIT index fund.
Therefore, it is instructive to note that the standard deviation of annual returns {a common
measure of investment performance risk) from January 1984 through August 2004 was 19.2
percent for the S Fund index (the Wilshire 4500) and 24.3 percent for the I Fund index (the
MSCIEAFE). Over the same period, the standard deviation of annual returns to the NAREIT
Equity REIT Index was 15.1 percent. If TSP participants allocate their investments in part based
on risk tolerance, as well as on an accurate understanding of the relative risks of each fund, then
the participation rates observed for the S Fund and the I Fund may provide base-line estimates
for the participation rate in a REIT fund.
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Although we do not have access to TSP participation rates by number of participants, the Federal
Retirement Thrift Investment Board occasionally publishes the proportions of total TSP assets
allocated to the current five investment funds. Using these data, Exhibit 6 provides some
evidence pertaining to the pace at which TSP participants have increased their asset allocations
to the S Fund and the I Fund, the two funds most recently introduced in May 2001. As of
December 31, 2003, allocations to the S Fund had grown to 4.6 percent ($5.9 billion) of total
TSP assets of $128.8 billion. Over the same period, allocations to the I Fund had grown more
slowly to 1.8 percent ($2.3 billion).

Data for participation rates by number of participants at other defined contribution plans also are
not readily available. However, the Profit Sharing/401(k) Council of America publishes annual
survey data pertaining to the proportions of different types of investment funds, including real
estate funds, which comprise the investment lineups offered by profit sharing and 401(k) plans.”’
As shown in Exhibit 7, the proportion of all plans offering a real estate fund for participant
contributions has more than doubled from around 5 percent of all plans in the late 1990s to
nearly 12 percent in 2003,

Additionally, PSCA survey data for the 2002 plan year showed that participants in plans offering
areal estate fund as part of their investment lineup had allocated 3 percent of their total invested
assets to the real estate fund, a result not unlike the participation rates for the S Fund and the I
Fund.

6. REITS AS A DISTINCT INVESTMENT OPTION
How would you effectively differentiate REITs as a distinct investment option for the TSP?

The Ibbotson Associates analysis, the Morningstar® retirement guide and major institutional
portfolios, including the widely recognized Harvard Endowment, all include a targeted allocation
of at least 5-10 percent to income producing real estate investment, including REITs, in order to
achieve a meaningful and appropriate amount of portfolio diversification. In all these
applications of modern portfolio theory, the critical issue is not whether the real estate allocation
nominally is referred to as an “industry” allocation or an “asset class” allocation. Rather, the
critical issuc is whether a real estate allocation adds appreciable diversification benefits to the
overall portfolio and what allocation is required in order to achieve those benefits.

As shown in the upper panel of Exhibit 8, the C Fund tracks the Standard & Poor’s 500 Index,
which includes 6 REITS, and the S Fund tracks the Wilshire 4500 Index, which includes 175
REITs. Thus, some exposure to REIT stocks is embedded in the performance of these two
funds. However, the exposure is very small. As of August 31, 2004, REIT stocks comprised
only 0.47 percent of the total market value of the S&P 500 and only 7.45 percent of the total
market value of the Wilshire 4500.

"' The most recently published PSCA survey, the 47® Annual Survey, reported data for the 2003 plan year
experience of 1,161 plans with more than 3.4 million participants and $412 billion in plan assets.
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The lower panel illustrates the effective allocations to REITs that TSP participants actually
would achieve based on a number of hypothetical allocations to the C Fund and the S Fund. For
example, investing 20 percent of a participant’s total assets in the C Fund implies an effective
allocation to REIT stocks of only 0.09 percent (0.20 percent of 0.47 percent), whereas a 20
percent allocation in the S Fund implies an effective allocation to REIT stocks of only 1.49
percent. In both cases, the allocations to REITs are far below the 5-10 percent allocations most
often recommended today by professional analysts and investors.

These results mean that a TSP participant either cannot obtain a meaningful REIT allocation by
investing only in the C or S Funds or else can achieve meaningful real estate diversification only
by over-allocating to the S Fund, thereby violating a cardinal tenet of portfolio diversification.
For example, to obtain a five percent exposure to REITs, a TSP participant would need to invest
two-thirds of his total TSP assets in the S Fund. Moreover, a 10 percent allocation to REITs
cannot be achieved using any combination of current TSP investment funds.

One commonly used approach for assessing the distinct diversification benefits available from
adding any investment o a mixed asset portfolio is to determine how correlated are the returns
from that investment with the returns from other investments already held in the portfolio. The
correlation coefficient is a numerical measure of how closely together the investment returns
from one investment move with the investment returns from another investment. The lower the
correlation coefficient between one investment already held in the portfolio and a second
investment not held in the portfolio, all else equal, the greater are the diversification benefits
available from adding the second investment to the portfolio,

Exhibit 9 summarizes the correlation coefficients of the investment returns from all five current
TSP index funds as well as from a REIT index fund. The relevant correlation coefficients among
the three TSP equity index funds and a REIT index fund are grouped in outline. For the period
1988-2003, the data show that investment returns from the C Fund and the S Fund were
relatively highly correlated with a correlation coefficient of 0,88, whereas investment returns
from the C Fund and a REIT fund were relatively uncorrelated with a correlation coefficient of
0.23. Similar comparisons hold between the S and I Funds and a REIT fund. The Ibbotson
Associates analysis reveals significant diversification benefits from adding a REIT fund to the
investment menu of the TSP in part because of the relatively low correlations between the
investment returns to REITs and the returns to other TSP equity funds.

1 also am including a bibliography of research produced over the past 15 years by investment
professionals in both the academic and investment communities. This body of research
addresses the investment attributes of real estate that typically distinguish different classes of
investments.

2 The correlation coefficient is a statistical measure of the joint variation of two series of investment returns, or of
how closely the two series move together. The correlation coefficient varies from a low of

—1.0, indicating that two series move consistently in the opposite direction, to a high of +1.0, indicating that two
series move congsistently in the same direction.
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In Cleosing

We hope the information provided in this letter clarifies the questions you have raised. Real
estate repeatedly has been demonstrated to be an effective source of portfolio diversification that
boosts overall portfolio returns and reduces portfolio risk in long-term retirement savings plans.
Institutional managers of most large defined benefit plans and endowments have embraced this
opportunity for many years. REITs now provide individual investors with a liquid and cost
effective way to incorporate those same investment benefits into their own defined contribution
retirement savings plans. A growing proportion of such plans now provide their plan
participants with that opportunity. We find no reason why federal employees should be denied
this same opportunity.

We would be happy to meet with you and your staff in the near future to further discuss these
issues or address any additional questions you may have.

Sincerely,

G @ vl

Steven A, Wechsler
President and CEO
National Association of Real Estate Investment Trusts
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Peter-Eric Phiflpp, CFA
Cambridge Investment Research
155 Momgomery 5t, Sulte 1001
San Franclsco, CA 94104

415-677-9300
Fax 415-677-9366
www.CIRSF.com

April 29, 2006

‘The Honorable Jon C. Porter

Chairman

Federal Workforce and Agency Organivation Subvommitice
B-373A Rayburn House Office Building

Washington, DC, 20515

Subject: H.R. 1578

This letter is in support of adding a REIT option in the federal Thrift Savings Plan.

As a Chartered Financial Analyst. [ rely upon the latest academic research to build client
portfolies. REITs are an uasorrelated asset class which will reduce risk and jmprove
returns when added 1o an investment portfolio. As a result, 1 reconynend that my clients
have a 3% to 10% allocation to RE1Ts.

In addition, T have financial planning clicnts who are federal cmplovees. 1 believe that it
wotld be beneficinl to them if they were able 1 allocate part of their TSP funds into 2
REIT option.

H.R. 1578 would extend the prudent principles of asset allocation to include REITs in the
options available within the federal Thrift Savings Plun.

Sincerely,

1240y | 2y

Peter-Eric Philipp. CFA

ase ot FIIC insured, sot bank guacecd. ar
A thpvsgh Curvbritge vestment Resea:
L Cambndye Javes Rescarch Advhy

v Tose valor.
A Broker Uealer, Momber NASOYSIPC
e & Regisiered heestenont Advisor.

Regintered Reprise

e
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Peter-Eric Phifipp, CFA
Cambridge investment Research
155 Montgomery 5t, Sulte 1001
San Francisco, CA 94104

415-677-9300
Fax 415-677-9386
www.CIRSF.com

April 29, 2006

The Honorable Danny K. Davis

Ranking Member

Federal Workforce and Ageney Organization Subcormumiitee
B-373A Rayburn House Oflice Building

Washington, DC, 20515

Subjeet: LR, 1578

This leticr is in support of adding a REIT option in the federal Thrift Savings Plan.

As a Chartered Financial Analyst, T rely upon the latest academic research 1o build elient
portfolios. REITS are an uncorrelated asset class which will reduce risk and mprove
returns when added to an investment portfolio. As a result, 1 recommend thay my clients
have 4 5% to 10% allocation to RE[Ts,

In addition, T have financial planning clients who are federal employees. 1 believe that it
woilld be beneficial to them if they were able to allocate part of their TSP funds into a

REIT option.

H.R. 1578 would extend the prudent principles of asset allocation w0 inclade REITs in the
options available within the federal Thrift Savings Plan.

Sincerely, .
ey Lelyey

Peter-Eric Philipp, CFA

Tmvestnwnts w
Regratered Reprosenisirve. Seviriiies o

A Briker Dostor, Member S AN
investuent Adviair Reproseniative, A

egisteved hivesenent Advisar,
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June 2, 2006

Jon C. Porter

Chairman

Federal Workforce and Agency
Organization Subcommittee
B-373A Rayburn House Office
Building

Washington, D.C. 20515

Danny K. Davis

Ranking Member

Federal Workforce and Agency
Organization Subcommittee
B-373A Rayburn House Office
Building

Washington, D.C. 20515

Re:  April 26, 2006 Hearing on H.R. 1578

Dear Mr. Chairman and Ranking Member Davis:

On April 26, 2006, Michael Miles, a financial planner and personal finance
columnist for the Federal Times, submitted a statement for the record to the
House Subcommittee on the Federal Workforce and Agency Organization of the
Government Reform Committee (Subcommittee) regarding the addition of a
REIT-based index fund to the Thrift Savings Plan. In the statement and ina
subsequent article published in the Federal Times, Mr. Miles provided financial
analysis indicating that a REIT-based index fund would provide little or no
benefit for TSP participants.

However, Mr. Miles’ analysis significantly underestimated the potential benefit of
a REIT index fund for investors because the investment returns he assumed for a
REIT index fund appreciably understate the factual record of REIT performance,
Thus, we are submitting this letter for the record to clarify for the Subcommittee
the actual record of REIT performance, the concomitant deficiencies of Mr.
Miles’ analysis and the financial benefits of a REIT index-based investment
option for TSP investors.

In his statement to the Subcomittee, Mr, Miles asserted that a REIT fund should
be expected to provide a compound annual return between 8% and 9% per year,
and he cited data in a published monograph as supporting evidence for his
assertion,’ In his subsequent analysis, as published in the Federal Times, Mr.
Miles assumed an annual return for a REIT fund of 9.8%, although the analysis
provided no supporting evidence for this assumption. It is noteworthy that these
assumed investment returns are some five to seven percentage points per year less
than actual REIT index returns (14.7%) over 34 years ended 2005.

' A Perspective on Long-Term Real Estate Returns: United States, The Brandes Institute, April
2004,

* e
1875 Eye Street, NW, Suite 600, Washington, DC 200065413
Phone 202-739-9400  Fax 202-739-9401 www.nareic.com www.investinreirs.com
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Chairman Jon C. Porter

Ranking Member Danny K., Davis
June 2, 2006

Page 2

Thus, Mr. Miles guaranteed an outcome to his analysis that would substantially diminish or
eliminate the attractiveness of a REIT index fund.

Because the underlying aggregate data series cited by Mr. Miles as supporting evidence for his
outlook pertaining to commercial real estate returns includes absolutely no REIT stock
investment return data, it is extremely difficult to understand his reliance on this data series.
REITs have been in existence since the 1960s, and their investment performance has been
accurately tracked and reported since 1972. However, instead of using these widely available and
accepted data, at least over the 34 years for which they are available, Mr. Miles referred to real
estate return data from the monograph published by The Brandes Institute, which, in turn, was
based on an amalgamation of data published by Professor Elroy Dimson of the London Business
School — a best-effort body of data that includes no REIT return data and never was intended as
a tool for projecting REIT investment performance.

REITs are companies that own and manage, or finance, commercial real estate, such as office
buildings, shopping centers and other types of commercial properties. However, the data series
published by Brandes and extending back to 1926, a point stressed by Mr. Miles, uses a variety
of sources, but is mainly dependent on farm and house return data, not commercial real estate
investment return data, for most of the period. In fact, at least one-half of the time period covered
in the Brandes monograph includes no commercial real estate investment return data whatsoever
(see Attachment 1).

Equally alarming, while the data cited by Mr. Miles do contain commercial real estate
investment returns for about forty percent of the time period since 1926, they include no REIT
return data whatsoever, even though REIT returns are available for the exact period in question.

Adding to the concern about his reference to these data, the commercial real estate investment
return data cited by Mr. Miles represent unleveraged, appraisal-based investment returns for
primarily four types of property, while REIT return data represent actual leveraged, market-
based investment returns for all types of property. Given the fact that the existing TSP equity
options also represent actual leveraged, market-based investment returns, as would a2 REIT-based
real estate investment option, it is especially surprising that Mr. Miles chose to emphasize in his
statement to the Subcommittee real estate returns that are unleveraged and non-market based.

In summary, Mr. Miles set out to explore the question of what one could expect from a REIT
based investment option in the TSP, and then proceeded to answer the question using an
expected investment return five to seven percentage points per year below the actual average
annual return delivered by REITSs over the past 34 years, a record he apparently chose to exclude
from his analysis.

In addition, data for the majority of the time period cited by Mr. Miles contain no commercial
real estate representation whatsoever; and, to the extent the data do incorporate commercial real
estate returns, they do so on a basis not comparable to the other TSP equity fund options. Given

v 0

NATIONAL ASSOCIATION OF REAL ESTATE INVESTMENT TRUSTS®
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Chairman Jon C. Porter

Ranking Member Danny K. Davis
June 2, 2006

Page 3

his choice of data on which to base his assumptions, it is not hard to understand why Mr. Miles’
conclusions ventured so far from the norm.

Quality work based on actua} market-based REIT investment returns already has been
undertaken by Ibbotson Associates to provide investors with an idea of what they might expect
over long investment horizons from a REIT option in the TSP. The analysis shows that, for the
1972-2005 period for which these data are available, REIT index returns outperformed index
returns of the current TSP investment funds or of the benchmarks on which the TSP funds are
based, The REIT index’s average annual total return of 14.7% for this period compares with
12.8% for the I Fund index and 12.6% for the C Fund index. The S Fund index, established in
1984, delivered an average annual total return of 13.1% from inception through 2005; while the
F Fund index, established in 1976, delivered 9.0% (see Attachment 2).

More important, [bbotson’s analysis shows that a 10% REIT allocation added in 1988 (when the
TSP was established) to a portfolio typical of today’s TSP participants would have increased the
value of the portfolio by 7.65% through the end of 2005 (see Attachment 3). Adding a 20%
REIT allocation to the portfolio would have increased its value by 15.43% over the same 18-year
period — results that are both positive and compelling for TSP investors.

Respectfully submitted,
Yoikat R. F5ivp—

Michael R. Grupe, Ph.D.
Executive Vice President, Research and Investor Outreach

¢ o

NATIONAL ASSOCIATION OF REAL ESTATE INVESTMENT TRUSTS®
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FEDERAL RETIREMENT THRIFT INVESTMENT BOARD
1250 H Sirset, NW  Washington, DC 20005

THRIFY R
SAVINGS

May 15, 2006

Ms. Tania Shand

Staff Member

Subcommittee on the Federal Workforce
and Agency Organization

Washington, D.C. 20515

Dear Tania:

Az you requested with regard to Congressman Van Hollen's
question at the April 26, 2006, Subcommittee hearing, enclosed
please find the request for proposals that the Federal Retire-
ment Thrift Investment Board issued on April 29, 2005, and the
resulting contract with Ennis Knupp + Associates, which was
awarded on September 15, 2005.

I am also enclosing an April 21, 2006, memorandum from En-
nis Knupp regarding the investment fund alternatives review. As
you know, this is the fourth task described in our August 11,
2005, letter to Congressman Danny Davis and the other committee
and subcommittee leaders. We have continued to address the mat-~
ters described in that letter in the sequence and time frame we
described.

As you requested, I am sending a copy of this material to
the Subcommittee’s Majority staff.

Sincerely,

/. /.
Thom J. Trabucco
Director, External Affairs

Enclosures

cc: AMr. Patrick Jennings



204

ENNISKNUPP

MEMORANDUM

To: Ms. Tracey Ray

Federal Retirement Thrift investment Board
From: Russ ivinjack

Neeraj Baxi, CFA
Date:  April 21, 2006

Re:  Investment Fund Altemnatives Review

One of the projects that we will be working on during 2006 is reviewing potential investment fund additions to the
Thrift Savings Plan (TSP). In this memorandum we outline several of the key criteria we plan to use in
determining the investment categories/asset classes the TSP should consider as potential investment fund
additions.

Prior o our discussion of the criteria, we believe it is important for us to express our belief that TSP participants
are well served by the investment funds currently offered. This is particularly true given the recent addition of the
L Funds, which serve as a "one-stop” investment alemative for TSP participants.

Evaluation Criteria

While there are numerous criteria o consider when evaluating the types of investment altematives to offer in a
participant-directed defined contribution plan, we believe the following three criteria {individually and collectively)
are among the most relevant for the TSP to consider:

«  Major diversified asset classes/categories not currently offered as investment options
= Asset classicategory is large enough for the TSP to nvest in
*  Practices of peers

We discuss the three criteria in more detall below.

Ennis Knupp + Assodiates vox 3127151700
10 South Riverside Plaza, Suite 1600 fax 312715 1952
Chicage, inois 60606-3709 www.ennisknupp.com
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Major Diversified Asset Classes/Categories Not Currently Offered to Participants
We believe it is worthwhile to consider the major diversified capital markets that are not currently offered to TSP

participants. The TSP currently provides participants the ability to invest in three of the World's largest capital
markets {U.8, stock, U.S. bonds and non-U.S. developed markets stock), but not all {e.g., non-dollar
denominated debt or emerging market equity). For the major diversified asset classes not currently offered to
participants, we believe a review of the rationale why such an asset classicategory would be or would not be an
appropriale asset class/category {o add as an investment option is prudent.

Our review would take info account the advantages and disadvantages of offering an asset class/category
individually as well as how it coutd possibly allow participants to form better overal portfolios,

Asset Class/Category Is Large Enough for the TSP Invest In

Given the extraordinary asset size of the TSP, any investment altemative offered should represent an asset
classfcategory of such significance that the iikefihood of the TSP becoming a disproportionately targe investor of
the asset classicategory is minimized. Several of the measures we would evaluate are;

*  Size of the asset class/category in terms of market capitalization
*  Sector diversificafion within the asset class/category if applicable
= Number of securities that comprise the market Icategory

= Liquidity of the marketicategory

We would also review the avallability of daily valued index products within the asset classicategory. Thisis a
relevant criterion as the TSP has historically only offered index products and any product that the TSP may offer
needs to offer daily liquidity so that it integrates easily with the administration of the TSP,

Practices of Peers

I making decisions about the number and types of investment options fo offer in a participant-directed defined
contribution plan, it is worthwhile to be aware of contemporary practices. This can help serve as a guide as
participants wil likely compare the type of options offered in their plan fo those of their spouse’s, friends and
neighbors.

This doss not mean that the TSP should be cormpelied fo offer funds just because peer plans offer certain fund
types. Rather the types of options to consider should represent a diversified opportunity set that may provide
participants exposures not currently available and allow them to form befter porfolios.

We expect to review several broad industry surveys for information on participant-directed defined contribution
plan practices in our report for the TSP,

Ennls Knupp + Associates 2
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Summary

We recognize that there are numerous criteria to consider when deciding upon the types of investment options to
ofter in a participant-directed defined contribution plan and are open to reviewing many more than what we
discussed. We, however, befieve the criteria we outlined above are among the most relevant for the TSP and
should assist in framing the review we will corduct for the TSP,

We took forward to discussing this memorandum with you.

Ennls Knupp + Assotlates 3
GATSPWPMemosinvestment Oplion Review.doc
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SOLICITATION, OFFER AND AWARD I R IR 8 Gr ey VROER H
5. DATE SSUE] 5

3. CONTRACT NOMBER 3. SOLICITATION NUMBER 4, TYPE OF SOLICITATION
SEALED BID {FB}
TIB-2005-C~003 TIB-2005-R-003 NEGOTIATED (REP) 4/29/2005 | TBS0S0822
7. 1SSUED éY COnE 8. ADDRESS OFFER TQ (/f other than ftem 7)
FEDERAL RETIREMENT THRIFT INVESTMENT BOARD SAME AS BLOCK 7

1250 H STREET N.W., SUITE 200
WASHINGTON, DC 20005
NOTE: In sealed bid solicitations"offer” and"offeror” mean “bld® and "bidder.

SOLICITATION

9. Sealed offers in original and 5 copies for fumishing the suppl»ss or services in the Schedule will be received at the place specified In ftsm 8, or if

‘handcarvied, in the depository lacated in - BLOCK. 7 it 03:30 socaltine _ 06/01/2005
CAUTION LATE it and Sen Section L, Frovision No. $2.214-7 or 52.216-1, Al oﬂerfare eubiost to 3 tarms and sereitiors
oniamon i s cohshation .

10, FOR A TAVE B, TELEPHONE /NO COLLECT CAILS) C-EMAIL ADDRESS
INFORMATION AREA CODE [NUMBER EXT.
H ROBERT BATTERSBY 202 942-1693 REBATTERGTSP. GOV
N 71, TABLE OF CONTENTS
) [BEC.{ DESCRIFTION [ paces | X Tsec] DESCRIFTION | PAGESY
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Section B - Supplies or Services and Prices/Costs

B.1. The Agency is seeking a contractor to provide ongoing expert con-
sulting advice concerning certain aspects of its investment program and
the procurement of investment services on a task order basis. (NOTE:
SUCCESSFUL OFFERORS UNDER THIS CONTRACT WOULD BE PROHIBITED FROM BID-
DING FOR THE INVESTMENT MANAGEMENT OF ANY OF THE TSP INVESTMENT FUNDS.)

B.2. (Cost of Base Period and Options.

B.2.1. Because this contract may involve future tasks similar to those
described in the statement of work, Offerors are asked to propose a
gingle hourly rate for their work on any tasks that may be assigned un-
der this contract. This single hourly rate should be based on the Of-
feror’s best estimate of the occupational categories and skill levels
to be provided. It should also be based on the Offerocr’s best estimate
of proportionate use of these occupational categories and skill levels.
The single hourly rate should include direct labor, appropriate over-
heads, general and administrative costs, and profit,

B.2.2. The contract will consist of a three year base period and two
one year options. Rates may be proposed for each year of the base pe-
ried. This allows rates to be adjusted annually on the anniversary of
contract award.

Base Period 0001 Base Year 1 Hourly Rate $350.00
Base Period 0002 Base Year 2 Hourly Rate $360.00
Base Period 0003 Base Year 3 Hourly Rate $370,00
Option Year 1 1001 Option Year 1 Hourly Rate $380.00
Option Year 2 2001 Option Year 2 Hourly Rate $390.00

B.3 TRAVEL. Estimated travel expenses shall be shown separately.
Travel expenses for contractor personnel must have prior Agency ap-
proval and will be reimbursed in accordance with FAR 31.205-46, Travel
Costs, and in accordance with the Federal Travel Regulations at 41
C.F.R. Part 301.

Section C - Description/Specifications/Work State-
ment

C.1. Background

C.1.1. The Thrift Savings Plan (TSP} is a daily valued, participant
directed, defined contribution plan similar to private sector 401 (k)
plans. Civilian employees of the United States government and uniformed
services members may participate. The Federal Retirement Thrift In-
vestment Board (Agency) is an independent Federal Agency charged by
statute with administering the TSP.

C.L1.2. The TSP is the largest defined contribution plan in the worigd,
with over 3.4 million participants and over $152 billion in assets as
of December 31, 2004. Monthly contributions to the plan average §1.4



209

billion. The TSP currently has the following five investment funds,
which are established by statute:

a. The Government Securities Investment Fund (G Fund) is in-
vested in short-term nonmarketable U.S. Treasury securities that
are specially issued to the TSP. The G Fund interest rate, set
monthly, equals the average of market rates of return on U.S.
Treasury marketable securities outstanding with four or more
years to maturity. The @ Fund balance was approximate $59 bil-
lion as of December 31, 2004.

b. The Fixed Income Index Investment Fund (F Fund) is invested
in a portfolio of fixed income securities designed to track the
Lehman Brothers U.S. Aggregate (LBA) index. The F Fund balance
was approximately $10 billion as of December 31, 2004.

c¢. The Common Stock Index Investment Fund (C Fund) is invested
in a portfolio of stocks designed to track the S&P 500 Index.
The € Fund balance was approximately $66 billion as of December
31, 2004.

d. The Small Capitalization Stock Index Investment Fund (8 Fund)
is invested in a portfolio of stocks designed to track the Dow
Jones Wilshire 4500 Completion Index. The $ Fund balance was ap-
proximately $10 billion as of December 31, 2004.

a. The International Stock Index Investment Fund (I Fund) is in-
vested in a portfolic of stocks designed to track Morgan
Stanley’s Burope, Australasia, Far East (EAFE) stock index. The
I Fund balance was approximately $7 billion as of December 31,
2004,

C.1.3. Attachment B is the TSP Fund Information package, dated March
2005, which describes each of the investment funds and its performance
in more detail. In wid-2005, the TSP plans to introduce five target
date asset allocation funds (“lifecycle funds”). These lifecycle funds
are asset allocation models composed entirely of combinations of the
existing five TSP investment funds.

C.1.4. RAll five TSP investment funds are daily-valued with daily share
prices. Thé G Fund is managed in-house by Agency staff. Assets of the
other four investment funds are currently managed by Barclays Global
Investors (BGI) and are invested in daily-valued collective investment
trusts., <Custodial services for BGI's collective trusts are provided by
Investors Bank and Trust Company, through a subcontract with BGI. BGI
operates a securities lending program, with the physical securities
owned by the collective trusts. BGI shares securities lending income
with the collective trusts, As a result, the investors in the trusts
receive a portion of the securities lending income in the form of in-
creases in fund share prices.

C.1.5. TSP contributions and other transactions, including interfund
transfers, are processed each business day. TSP participants have a
daily cutoff of 12 noon Eastern Time for making transactions to be
posted at that day’s closing share price. Daily trades are estimated
between 12 noon and 2 pm eastern time, and the investment funds are in-
vested on a “pre-notified” (rather than a “post-notified”) basis).



210

There is considerable variation in the cash flows into and out of each
of the investment funds on a daily basis. Attachment C is a table with
information on average and maximum cash flows into and out of each of
the investment funds during 2004,

C.1.6. Historically, TSP investment management expenses have been
quite low. Attachment D is the TSP audited financial statements for
2004, which has a line showing the investment management expehses. Se-
curities lending also provides substantial income to the TSP. 1In 2004,
TSP funds received approximately $12 million in securities lending in-
come.

C.1.7. TSP investment fund managers have always been selected through
competitive procurement actions. These occurred most recently in 1899
for the § and I Funds and in 2000 for the F and C Funds. Implementa-
tion of the § and I Funds was delayed until May of 2001. The current
investment management contracts are scheduled to expire as follows: ¢
and ¥ Funds on April 30, 2006; S and I Funds on December 31, 2006. Se-
lection criteria for the most recent procurement actions for the F, c,
S, and I Funds are attached as Attachment E.

C.2. Work To Be Performed

C.2.1. Interested Offerors must respond to all portions of the QUES-
TIONNAIRE FOR CONSULTING SERVICES, Attachment A, thereby providing a
comprehensive description of their qualifications and experience to the
Board. If an Offeror believes that its capabilities are limited to
specific portions of the solicitation’s requirements, the Offeror
should so state; however, this will adversely affect your chances for
award.

C.2.2. The Agency is seeking a contractor to provide ongoing expert
consulting advice concerning certain aspects of its investment program
and the procurement of investment services on a task order basis. Ex-
amples of areas where the Agency might seek advice are listed below.
(Note: Successful Offerors under this contract would be prohibited
from bidding for the investment management of any of the TSP investment
funds.)

1. A risk assessment of the investment practices and securities
lending practices of the current TSP investment management ar-
rangement and of similar practices contemplated in the future.

2. Assistance in the selection of investment managers for the ¥
C, 8, and I Funds, including:

H

a. Appropriate indexes to follow;
b. Appropriate minimum technical qualifications;
¢. Appropriate evaluation factors; and
d. Evaluation of proposals.
3. A cost/benefit analysis of the use by the TSP of a separate

account structure versug the use of commingled accounts for in-
vesting each of the TSP funds.
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4. Whether the TSP should seek a custody relationship for one or
more of the funds that is separate from the investment management
function.

5. Whether the TSP should seek a contract for securities lending
gervices for one or more of the funds that is separate from the
investment management function.

¢.2.3. The contractor shall accept responsibility as a fiduciary pur-
suant to § 8477 of Title 5 of the United States Code for its acts or
omissions in connection with the advice provided to the Plan. The con-
trator shall comply with all fiduciary responsibilities prescribed by
law.

Section D - Packaging and Marking
Not applicable.
Section E -~ Inspection and Acceptance
E.1. 52.252-2 Clauses Incorporated By Reference (Feb 1998)
This contract incorporates one or more clauses by reference, with the
same force and effect as if they were given in full text. Upon request,
the Contracting Officer will make their full text available. Also, the

full text of a clause may be accessed electronically at this address:

http://www.acgnet.gov/far/

52.246-5 Inspection of Services-Cost-Reimbursement (Apr 1984)
Section F -~ Deliveries or Performance

F.1l. DELIVERABLES Deliverables will be specified in the individual
task orders.

F.2. DPERFORMANCE Period of performance. The term of this contract is
three years, with two one-year renewable options.

F.3. TIME OF DELIVERY. Time of delivery for any deliverables will be
specified in the individual task orders.

F.4., 52.252-2 Clauses Incorporated By Reference {Feb 1998}

This contract incorporates one or more clauses by reference, with the
same force and effect as if they were given in full text. Upon request,
the Contracting Officer will make their full text available. Also, the
full text of a clause may be accessed electronically at this address:

http://www.acgnet.gov/far/

52.242-15 Stop-Work Order (Aug 198%) Alternate I (Apr 1984)
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Section G- Contract Administration Data

G.1. CONTRACTUAL INFORMATION

Contractual interpretation and assistance may be obtained by contact-

ing:

Federal Retirement Thrift Investment Board
1250 H Street, N.W., Suite 200
Washington, DC 20005-3952

Attn: Robert Battersby
Phone: {202) 942-1693
E-Mail: RBATTER@Lsp.gov

$.2. CONTRACTING QFFICER'S TECHNICAL REPRESENTATIVE

a,

The Contracting Officer hereby designates the below named indi-
vidual as the Contracting Officer's Technical Representative
{COTR) .

Name Ms. Tracey Ray

Address: Federal Retirement Thrift Investment Board
1250 H Street, N.W., Suite 200
Washington, DC 20005-3952

Phone: - 202-942-1665

The COTR is responsible for administering the performance of work
under this contract. 1In no event, however, will any understand-
ing, agreement, modification, change order, or other matter devi-
ating from the terms of this contract be effective or binding
upon the Agency unless formalized by proper contractual documents
executed by the Contracting Officer. The COTR is responsible
for:

1. Monitoring the Contractor's progregs, including the sur-
veillance and assessment of performance, and recommending
to the Contracting Officer changes in requirements;

2. Interpreting the scope of work;

3. Performing inspections and acceptances required by this
contract; and,

4. Assisting the Contractor in the resolution of technical
problems encountered during the performance of the con-
tract.

The Contracting Officer is responsible for directing any changes
in the terms, conditions, or amounts cited in the contract.

In order for the Contractor to rely upon guidance from the COTR,
the guidance must:

1. Be consistent with the description of work set forth in the
contract;
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2. Not constitute new assignments of work or a change to the
expressed terms, conditions, or specifications incorporated
into the contract;

3. Not constitute a basis for an extension to the period of
performance or contract delivery schedule; and,

4. Not constitute a basis for any increase in the contract
cost,
a, The COTR wmay be changed by the Agency at any time without prior

notice to the Contractor. Written notice to the Contractor will
be given by the Contracting Officer to effect any change in COTR.

£. If in the opinion of the Contractor, any instruction or direction
issued by the COTR is not provided for in any of the provisions
of the Contract, the Contractor shall not proceed but shall no-
tify the Contracting Officer in writing within five (5) working
days after the receipt of any such instruction or direction and
shall request the Contracting Officer to modify the contract ac-
cordingly. Upon receiving such notification from the Contractor,
the Contracting Officer shall issue an appropriate contract modi-
fication or advise the Contractor in writing that, in his/her
opinion, the technical direction is within the scope of this
clause and does not constitute a change under the Changes Clause
of the contract., The Contractor shall thereupon proceed immedi-
ately with the direction given.

g. A failure of the parties to agree upon the nature of the instruc-
tion or direction or upon the contract action to be taken with
respect thereto shall be subject to the provisions of the con-
tract clause titled "Disputes."

G.3. SUBMISSION OF IRVQICES

Invoices submitted for payment shall conform to the following require-
mente:

a. All invoices must contain contractor’s EIN number.
b. All invoices must contain a “remit to” address.
c. Submit all invoices to:

Federal Retirement Thrift Investment Board
1250 H Street, N.W., Suite 200

Washington, DC 20005-3952

Attn: Office of Accounting

G.4. INCORPORATION OF CONTRACTOR'S PROPOSAL

It is understood and agreed that the Contractor shall, in meeting the
requirements of this contract, perform the work in accordance with its
proposal to the Board provided however, that to the extent that any
provisions of the Clauses set forth herein are in conflict or inconsis-
tent with any provisions of said proposal, the provisions of this con-
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tract shall be controlling and shall supersede the provisions of said
proposal.

G.5. ORDER OF PRECEDENCE

The order of precedence for interpretation of the terms, conditions and
regquirements of this contract shall be as follows:

a. Section A of the contract;

b. Sections B, C, E, F, G, and H of the contract;
c. Section I of the contract; and,

d. Contractor's proposal, ag clarified and amended.

Section H -~ Special Contract Requirements

H.1. BUSINESS PRACTICES AND CONTRACT REQUIREMENTS

It is expected that the practices described by the Contractor in its
response to the Request for Proposals shall be employed in its perform-
ance of the requirements of Section C of the contract. Written notice
must be received in advance by the Contracting Officer for approval of
any changes to these practices.

H.2. ADVERTISING AND RELEASING OF INFORMATION

The contractor must not publicize, advertise, or otherwise announce its
selection by the Agency without the prior written approval of the
Agency. Also, the Contractor may not release information or report on
its performance under the contract without the prior written approval
of the Agency.

H.3. KXEY PERSONNEL

a. The Contractor must include in its proposal, by name and capac-
ity, the key personnel to be assigned to perform and carry out
all phases of work under this contract. The Contractor’s key
personnel include the following:

Name Capacity
Russell K. Ivinjack Principal

Neeraj Baxi CFA, Principal
Sudhakar Attaluri Investment Analyst

b. The individuals named above are considered key personnel and are
essential for the successful completion of all work assigned un-
der this contract. In the event any individual on the list of
key personnel is to be removed or diverted from this contract,
the Contractor must (1) notify the Contracting Officer; (2) sup-
ply written justification as to why the individual(s) is being
removed or diverted; and, {3) provide resume of the proposed sub-
stitute or replacement including the education, work experience,
etc., of each new person for Agency approval. All notifications
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and other information must be submitted to the Contracting Offi-
cer at least 14 calendar days in advance of the action.

c. The Contractor must not, under any circumstances, remove or di-
vert key personnel unless prior written authorization has been
granted by the Contracting Officer. The person replacing the key
person must have the same or higher qualifications and experience
as the person replaced.

H.4. REIMBURSEMENT OF TRAVEL EXPENSES

Travel expenses incurred under this contract and invoiced may not ex-
ceed the applicable Federal Travel Regulations.

H.5. CONFIDENTIAL INFORMATION

All information from data files on participant accounts provided to the
contractor is confidential and is subject to the Privacy Act. The Con-
tractor and contractor personnel shall maintain this information in
strict confidence and shall not disclose this information, or any in-
formation obtained as the result of its performance of this contract,
to any person or entity, other than employees or bonafide contractors
of the Federal Retirement Thrift Investment Board, without the prior
written approval of the Agency.

The contractor and contractor personnel shall not disclose this infor-
mation to any person or entity or otherwise make any improper use of
this information during or after the performance period of this con-
tract. The contractor and contractor personnel shall maintain this in-
formation in strict confidence and shall make no entry into data files,
except as necessary in the performance of the contract. The contractor
and contractor personnel and their successors are prohibited forever
from using this information for their personal or business gain, per-
sonally or for another, directly or indirectly, without prior written
approval of the Agency. This provision, or a provision with an identi-
cal effect, shall be placed in any subcontracts,

H.6. Disrures (JuLy 2002)

{a) Reserved.

(b} Except as provided in the Act, all disputes arising under or
relating to this contract shall be resolved under this clause.

{c) “Claim,” as used in this clause, means a written demand or
written assertion by one of the contracting parties seeking, as a
matter of right, the payment of money in a sum certain, the adjustment
or interpretation of contract terms, or other relief arising under or
relating to this contract. However, a written demand or written
assertion by the Contractor seeking the payment of money exceeding
$100,000 is not a claim under the Act until certified. A voucher,
invoice, or other routine request for payment that is not in dispute
when submitted is not a claim under the Act. The submission may be
converted to a claim under the Act, by complying with the submission
and certification requirements of this clause, if it is disputed either
as to liability or amount or is not acted upon in a reasonable time.
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{@) (1) A claim by the Contractor shall, be made in writing and, unless
otherwise stated in this contract, submitted within 6 years after
accrual of the claim to the Contracting Officer for a written decision.
A claim by the Federal Retirement Thrift Investment Board (Agency)
against the Contractor shall be subject to a written decision by the
Contracting Officer.

(2) (1) The Contractor shall provide the certification specified in
paragraph (d) (2} (iii) of this clause when submitting any claim
exceeding $100,000.

{ii} The certification requirement does not apply to lssues in
controversy that have not been submitted as all or part of a claim.

(iii) The certification shall state as follows: “I certify that
the claim is made in good faith; that the supporting data are accurate
and complete to the best of my knowledge and belief; that the amount
requested accurately reflects the contract adjustment for which the
Contractor believes the Agency is liable; and that I am duly authorized
to certify the claim on behalf of the Contractor.”

(3) The certification may be executed by any person duly authorized
to bind the Contractor with respect to the claim.

(e} For Contractor claims of $100,000 or less, the Contracting
Officer must, 1f requested in writing by the Contractor, render a
decision within 60 days of the request. For Contractor-certified claims
over $100,000, the Contracting Officer wust, within 60 days, decide the
claim or notify the Contractor of the date by which the decision will
be made.

(£) The Contracting Officer’s decision shall be final unless the
Contractor requests reconsideration by the Execuitve Director (or
designee), the decision on which shall be final.

(g) If the claim by the Contractor is submitted to the Contracting
Officer or a claim by the Government is presented to the Contractor,
the parties, by mutual consent, may agree to use alternative dispute
resolution (ADR). If the Contractor refuses an offer for ADR, the
Contractor shall inform the Contracting Officer, in writing, of the
Contractor’s specific reasons for rejecting the offer.

(h) The Agency shall pay interest on the amount found due and unpaid
from (1) the date that the Contracting Officer receives the claim
(certified, if required); or (2) the date that payment otherwise would
be due, if that date is later, until the date of payment. With regard
to claims having defective certifications, as defined in FAR 33.201,
interest shall be paid from the date that the Contracting Officer
initially receives the perfected claim. Simple interest on claims shall
be paid at the rate, fixed by the Secrstary of the Treasury as provided
in the Act, which is applicable to the period during which the
Contracting Officer receives the claim and then at the rate applicable
for each 6-month period as fixed by the Treasury Secretary during the
pendency of the claim.

10
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(i) The Contractor shall proceed diligently with performance of this
contract, pending final resolution of any reguest for relief, claim,
appeal, or action arising under or relating to the contract, and
comply with any decision of the Contracting Officer.

Section I - Contract Clauses
52-215-19  Notification of Ownership Changes. (OCT 1997)

(a) The Contractor shall make the following notifications in writing:
(1) when the Contractor becomes aware that a change in its ownership
has occurred, or is certain to occur, that could result in changes in
the valuation of its capitalized assets in the accounting records, the
Contractor shall notify the Contracting Officer (CO) within 30 days.
(2) The Contractor shall alsc notify the CO within 30 days whenever
changes to asset valuations or any other cost changes have occurred or
are certain to cccur as a result of a change in ownership.

{b) The Contractor shall-

(1) Maintain current, accurate, and complete inventory records of
assets and their costs;

{2) Provide the CO or designated representative ready access to the
records upon request;

(3) Ensure that all individual and grouped assets, their capitalized
values, accumulated depreciation or amortization, and remaining useful
lives are identified accurately before and after each of the
Contractor’s ownership changes; and

(4) Retain and continue to maintain depreciation and amortization
schedules based on the asset records maintained before each Contractor
ownership change.

{¢) The Contractor shall include the substance of this clause in all
subcontracts under this contract that meet the applicability
requirement of FAR 15.408(k).

$2.222-39 Notification of Employee Rights Concerning
Payment of Union Dues or Fees. (DEC 2004)

(a) Definition. As used in this clause—

"United States” means the 50 States, the District of Columbia, Puerto
Rico, the Northern Mariana Islands, American Samoa, Guam, the U.S.
Virgin Islands, and Wake Island.

(b) Except as provided in paragraph (e} of this clause, during the term
of this contract, the Contractor shall post a notice, in the form of a
poster, informing employees of their rights concerning union membership
and payment of union dues and fees, in conspicuous places in and about
all its plants and offices, including all places where notices to
employees are customarily posted. The notice shall include the
following information (except that the information pertaining to
National Labor Relations Board shall not be included in notices posted

11
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in the plants or offices of carriers subject to the Railway Labor Act,
as amended (45 U.S.C. 151-188}).

Notice to Employees

Under Federal law, employees cannot be required to join a union or
maintain membership in a union in order to retain their jobs. Under
certain conditions, the law permits a union and an employer to
enter into a union-security agreement requiring employees to pay
uniform periodic dues and initiation fees. However, employees who
are not union members can object to the use of their payments for
certain purposes and can only be required to pay their share of
union costs relating to collective bargaining, contract
administration, and grievance adjustment.

If you do not want to pay that portion of dues or fees used to
support activities not related to collective bargaining, contract
administration, or grievance adjustment, you are entitled to an
appropriate reduction in your payment. If you believe that you have
been required to pay dues or fees used in part to support
activities not related to collective bargaining, contract
administration, or grievance adjustment, you may be entitled to a
refund and to an appropriate reduction in future payments.

For further information concerning your rights, you may wish to
contact the National Labor Relations Board (NLRB) either at one of
its Regional offices or at the following address or toll free
number :

National Labor Relations Board
Division of Information

1089 14th Street, N.W.
Washington, DC 2057¢
1-866-667~6572

1-866-316-6572 (TTY)

To locate the nearest NLRB office, see NLRB's website at
http://www.nlrb.gov.

{e¢) The Contractor shall comply with all provisions of Executive

Order 13201 of February 17, 2001, and related implementing regulations
at 29 CFR Part 470, and orders of the Secretary of Labor.

{d) In the event that the Contractor does not comply with any of the
requirements set forth in paragraphs (b), (¢}, or {g), the Secretary
may direct that this contract be cancelled, terminated, or suspended in
whole or in part, and declare the Contractor ineligible for further
Government contracts in accordance with procedures at 29 CFR Part 470,
Subpart B-Compliance Evaluations, Complaint Investigations and

12
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Enforcement Procedures, Such other sanctions or remedies may be imposed
as are provided by 29 CFR Part 470, which implements Executive

Order 13201, or as avre otherwise provided by law.

{e) The requirement to post the employee notice in paragraph (b} does
not apply to—

{1) Contractors and subcontractors that employ fewer than 15 persons;
{2} Contractor establishments or construction work sites where no union
hasg been formally recognized by the Contractor or certified as the
exclusive bargaining representative of the Contractor’s emplovees;

{3) Contractor establishments or construction work sites located in a
jurisdiction named in the definition of the United States in which the
law of that jurisdiction forbids enforcement of union-security
agreements;

{4) Contractor facilities where upon the written request of the
Contractor, the Department of Labor Deputy Assistant Secretary for
Labor-Management Programs has waived the posting requirements with
respect to any of the Contractor’s facilities if the Deputy Assistant
Secretary finds that the Contractor has demonstrated that—

(i) The facility is in all respects separate and distinct from
activities of the Contractor related to the performance of a contract;
and

(ii) Such a waiver will not interfere with or impede the effectuation
of the Executive order; or

{5} Work outside the United States that does not involve the
recruitment or employment of workers within the United States.

(f) The Department of Labor publishes the official employee notice in
two variations; one for contractors covered by the Railway Labor Act
and a second for all other contractors. The Contractor shall—

{1) Obtain the required employee notice poster from the Division of
Interpretations and Standards, Office of Labor-Management Standards,
U.S. Department of Labor, 200 Constitution Avenue, NW, Room N-5605,
Washington, DC 20210, or from any field office of the Department’s
Office of Labor-Management Standards oxr Office of Federal Contract
Compliance Programs;

(2) Pownload a copy of the poster from the Office of Labor-Management
Standards website at http://www.olms.dol.gov; or

{3) Reproduce and use exact duplicate copies of the Department of
Labor’'s official poster.

{g) The Contractor shall include the substance of this clause in every
subcontract or purchase order that exceeds the simplified acquisition
threshold, entered into in connection with this contract, unless
exempted by the Department of Labor Deputy Assistant Secretary for
Labox-Management Programs on account of special circumstances in the
national interest under authority of 29 CFR 470.3(c). For indefinite
quantity subcontracts, the Contractor shall include the substance of
this clause if the value of orders in any calendar year of the
subcontract is expected to exceed the simplified acguisition threshold.

Pursuant to 29 CFR Part 470, Subpart B-Compliance Evaluations,
Complaint Investigations and Enforcement Procedures, the Secretary of

13
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Labor may direct the Contractor to take such action in the enforcewent
of these regulations, including the imposition of sanctions for
noncompliance with respect to any such subcontract or purchase order.
If the Contractor becomes involved in litigation with a subcontractor
or vendor, or is threatened with such involvement, as a result of such
direction, the Contractor may request the United States, through the
Secretary of Labor, to enter into such litigation to protect the
interests of the United States.

52.252-2 Clauses Incorporated By Reference (Feb 1998)

This contract incorporates one or more clauses by reference, with the
same force and effect as if they were given in full text. Upon request,
the Contracting Officer will make their full text available. Also, the
full text of a clause may be accessed electronically at this address:

http://www.acqunet . gov/far/

52.202-1 Definitions. (Jul 2004)
52.203-3 Gratuities. (Apr 1984)

52.203-5 Covenant Against Contingent Fees. (Apr 1984)

52.203-6 Restrictions on Subcontractor Sales to the Government. (Jul
1995)

52.203-7 Anti-Kickback Procedures. (Jul 1995)

52.203-8 Cancellation, Rescission, and Recovery of Punds for Illegal

or Improper Activity. (Jan 1987)

52.203-10 Price or Fee Adjustment for Illegal or Improper Activity.
(Jan 1997)

52.203-12 Limitation on Payments to Influence Certain Federal Trans-
actions. (Jun 2003)

52.204-4 Printed or Copied Double-Sided on Recycled Paper.(Aug 2000)

52.204-7 Central Contractor Registration. (Oct 2003)

52.209-%6 Protecting the Government’s Interest When Subcontracting
with Contractors Debarred, Suspended, or Proposed for De-
baxment. {Jan 2005)

52.215-2 Audit and Records- Negotiation. {(Jun 1999)

52.215~-8 Order of Precedence- Uniform Contract Foxrmat. (Oct 1997)

52-215-18 Reversion or Adjustment of Plans for Postretirement Bene-
fits (PRB) Other Than Pensions. {(Oct 1997)
52.216-7 Allowable Cost and Payment. (Dec 2002)

52.,216-8 Fixed Fee. (Mar 1997)

52.217-8 Option to Extend Services. (Nov 1999)

52.217-9 Option to Extend the Term of the Contract. (Mar 2000}

52.219-8 Utilization of Small Business Concerns. {(Jan 2002)

§2.222-1 Notice of the Government of Labor Disputes. {Feb 1997)

52.222-2 Payment for Overtime Premiums. (July 1990)

52.222-3 Convict Labor. (Jun 2003)

52.222-21 prohibition of Segregated Facilities. (Feb 1999)

52,222-26 Equal Opportunity. {Apr 2002)

52.222-35 Equal Opportunity for Special Disabled Veterans, Veterans
of the Vietnam Era, and Other Eligible Veterams. (Dec 2001}

52.222-36 Affirmative Action for Workers with Disabilities. (Jun
1998)

14
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52.223-6
52.224-1
52.224-2
52.225-13
52.225-16
52.227-3
52.227-14
52.227-17
52.227-23
52.228-7
52.232-17
52.232-20
§2.232-22
52.232-23
52.232-25
52.232-34

52.233-4
52.242-1
52.242-4
52.242-13
52.244-2
52.244-5
52.244-6
52.245-5

52.246-25
52.249-6
52.249-14
52.252-1

Attachment
Attachment
Attachnment
Attachment
Attachment
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Employment Reports on Special Disabled Veterans, Veterans
of the Vietnam Era, and Other Eligible Veterans. (Dec 2001)

Drug-Free Workplace. (May 2001)

Privacy Act Notification. (Apr 1984)

Privacy Act. (Apr 1984)

Restrictions on Certain Foreign Purchases. (Dec 2003)
Sanctioned EBuropean Union Country Services. (Feb 2000}
Patent Indemnity. (Apr 1984)

Rights in Data-General. (Jun 1987)

Rights in Data-~Special Works. (Jun 1987)

Rights to Proposal Data (Techmnical) (Jun 1987)
Insurance-Liability to Third Persons. (Mar 1996)
Interest. {(Jun 1996)

Limitation of Cost. {Apr 1984)

Limitation of Funds. (Apr 1984)

Assignment of Claims. (Jan 1986)

Prompt Payment. {Oct 2003) Alternate I. (Feb 2002)
Payment by Blectronic Funds Transfer-Other than Central
Contractor Registration. (May 1999)

Applicable Law for Breach of Contract Claim. (Oct 2004)
Notice of Intent to Disallow Costs. (Apr 1984)
Certification of Final Indirect Costs. (Jan 1997)
Bankruptcy. (Jul 1995) Alternate I. (Apr 1984)
Subcontracts. (RAug 1998) Alternate II (Aug 1998)
Competition in Subcontracting. (Dec 1996}

Subcontracts for Commercial Items. (Dec 2004)
Government Property (Cost-Reimbursement, Time-and-Material
or Laborxr-Hour Contracts). (May 2004)

Limitation of Liability Services. (Feb 1997)
Texmination (Cost-Reimbursement). (May 2004}

Excusable Delays. (Apr 1984)

Computer Generated Forms. {(Jan 1991)

Section J - List of Attachments

- Questionnaire For Consulting Services

~ TSP Fund Information Package

- 2004 Investment Funds Cash Flow Table

- 2004 TSP Audited Financial Statements

- F, C, 8§, and I Funds Procurement Selection Criteria

15
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Section B -~ Supplies or Services and Prices/Costs

B.1. The Agency is seeking a contractor to provide ongoing expert con=-
sulting advice concerning certain aspects of its investment program and
the procurement of investment services on a task order basis. (NOTE:
SUCCESSFUL OFFERORS UNDER THIS CONTRACT WOULD BE PROHIBITED FROM BID~
DING FOR THE INVESTMENT MANAGEMENT OF ANY OF THE TSP INVESTMENT FUNDS.)

B.2. Cost of Base Period and Options.

B.2.1., Because this contract may involve future tasks similar to those
described in the statement of work, Offerors are asked to propose a
single hourly rate for their work on any tasks that may be assigned un-
der this contract. This single hourly rate should be based on the Of-
ferox’s best estimate of the occupational categories and skill levels
to be provided. It should also be based on the Offeror’s best estimate
of proportionate use of these occupational categories and skill levels.
The single hourly rate should include direct labor, appropriate over-
heads, general and administrative costs, and profit.

B.2.2. The contract will consist of a three year base period and two
one year options. Rates may be proposed for each year of the base pe-
riod. This allows rates to be adjusted annually on the anniversary of
contract award.

Base Period 0001 Base Year 1 Hourly Rate

Base Period 0002 Base Year 2 Hourly Rate

Base Period 0003 Base Year 3 Hourly Rate

Option Year 1 1001 Option Year 1 Hourly Rate o
Option Year 2 2001 Option Year 2 Hourly Rate

B.3 TRAVEL. Estimated travel expenses shall be shown separately.
Travel expenses for contractor personnel must have prior Agency ap-
proval and will be reimbursed in accordance with FAR 31.205-46, Travel
Costs, and in accordance with the Federal Travel Regulations at 41
C,F.R., Part 301,

Section C — Description/Specifications/Work State-~
ment

C.1. Background

C.1.1. The Thrift Savings Plan (TSP) is a daily valued, participant
directed, defined contribution plan similar to private sector 401(k)
plans. Civilian employees of the United States government and uniformed
services members may participate. The Federal Retirement Thrift In-
vestment Board (Agency) is an independent Federal Agency charged by
statute with administering the TSP.

C:1.2. The TSP is the largest defined contribution plan in the world,
with over 3.4 million participants and over $152 billion in assels as
of December 31, 2004. Monthly contributions to the plan average $1.4
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billion. The TSP currently has the following five investment funds,
which are established by statute:

a. The Government Securities Investment Fund (G Fund) is in-
vested in short-term nonmarketable U.S. Treasury securities that
are specially issued to the TSP, The G Fund interest rate, set
monthly, equals the average of market rates of return on U.S.
Treasury marketable securities outstanding with four or more
years to maturity. The G Fund balance was approximate $59 bil~
lion as of December 31, 2004.

b. The Fixed Income Index Investment Fund (F Fund) is invested
in a pertfolic of fixed income securities designed to track the
Lehman Brothers U.S. Rggregate {LBA} index. The F Fund balance
was approximately $10 billion as of December 31, 2004.

¢. The Common Stock Index Investment Fund (C Fund) is invested
in a portfolio of stocks designed to track the S&P 500 Index.
The C Fund balance was approximately $66 billion as of December
31, 2004.

d. The Small Capitalization Stock Index Investment Fund (S Fund)
is invested in a portfolio of stocks designed to track the Dow
Jones Wilshire 4500 Completion Index. The S Fund balance was ap-
proximately $10 billion as of December 31, 2004.

@. The International Stock Index Investment Fund (I Fund) is in-
vested in a portfolio of stocks designed to track Morgan
Stanley’s Europe, Bustralasia, Far East (EAFE) stock index. The
I Fund balance was approximately $7 billion as of December 31,
2004,

C.1.3. Attachment B is the TSP Fund Information package, dated March
2005, which describes each of the investment funds and its performance
in more detail. In mid-2005, the TSP plans to introduce five target
date asset allocation funds {“lifecycle funds”). These lifecycle funds
are asset allocation models composed entirely of combinations of the
existing five TSP investment funds.

C.1.4. All five TSP investment funds are daily-valued with daily share
prices. The G Fund is managed in~house by Agency staff. Assets of the
other four investment funds are currently managed by Barclays Global
Investors (BGI) and are invested in daily-valued collective investment
trusts. Custodial services for BGI’s collective trusts are provided by
Investors Bank and Trust Company, through a subcontract with BGI. BGIT
operates a securities lending program, with the physical securities
owned by the collective trusts. BGI shares securities lending income
with the collective trusts. As a result, the investors in the trusts
receive a portion of the securities lending income in the form of in-
creases in fund share prices,

C.1.5. TSP contributions and other transactions, including interfund
transfers, are processed each business day. TSP participants have a
daily cutoff of 12 noon Eastern Time for making transactions to be
posted at that day’s closing share price. Daily trades are estimated
between 12 noon and 2 pm eastern time, and the investment funds are in-
vested on a “pre-notified” (rather than a “post-notified”) basis).
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There is considerable variation in the cash flows intc and out of each
of the investment funds on a daily basis. Attachment C is a table with
information on average and maximum cash flows into and out of each of
the investment funds during 2004.

C.1.6. Historically, TSP investment management expenses have been
quite low. Attachment D is the TSP audited financial statements for
2004, which has a line showing the investment management expenses, Se-
curities lending also provides substantial income to the TSP. In 2004,
TSP funds received approximately $12 million in securities lending in~
come .

C.1.7. TSP investment fund managers have always been selected through
competitive procurement actions. These occurred most recently in 1999
for the S and I Funds and in 2000 for the F and C Funds. Implementa=-
tion of the S and I Funds was delayed until May of 2001. The current
investment management contracts are scheduled to expire as follows: C
and F Funds on April 30, 2006; S and I Funds on December 31, 2006. Se-
lection criteria for the most recent procurement actions for the F, C,
S, and I Funds are attached as Attachment E.

C.2. Work To Be Performed

C.2.1. Interested Offerors must respond to all portions of the QUES-
TIONNAIRE FOR CONSULTING SERVICES, Attachment A, thereby providing a
comprehensive description of their qualifications and experience to the
Board. If an Offeror believes that its capabilities are limited to
specific portions of the solicitation’s requirements, the Offeror
should so state; however, this will adversely affect your chances for
award.

C.2.2. The Agency is seeking a contractor to provide ongoing expert
consulting advice concerning certain aspects of its investment program
and the procurement of investment services on a task order basis. Ex-
amples of areas where the Agency might seek advice are listed below.
(Note: Successful Offerors under this contract would be prohibited
from bidding for the investment management of any of the TSP investment
funds.)

1. A risk assessment of the investment practices and securities
lending practices of the current TSP investment management ar-
rangement and of similar practices contemplated in the future.

2. Assistance in the selection of investment managers for the F,
C, S, and I Funds, including:

a. Appropriate indexes to follow;
b. Appropriate minimbm technical qualifications:
C. BAppropriate evaluation factors; and
d. Evaluation of proposals.
3. A cost/benefit analysis of the use by the TSP of a separate

account structure versus the use of commingled accounts for in-
vesting each of the TSP funds.
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4., Whether the TSP should seek a custody relationship for one or
more of the funds that is separate from the investment management
function.

5. Whether the TSP should seek a contract for securities lending
services for one or more of the funds that is separate from the
investment management function,

C.2.3. The contractor shall accept responsibility as a fiduciary pur-
suant to § 8477 of Title 5 of the United States Code for its acts or
omissions in connection with the advice provided to the Plan. The con-

trator shall comply with all fiduciary responsibilities prescribed by
law.

Section D -~ Packaging and Marking
Not applicable.
Section E - Inspection and Acceptance
E.1. 52.252-2 Clauses Incorporated By Reference (Feb 1998)
This contract incorporates one or more clauses by reference, with the
same force and effect as if they were given in full text. Upon request,
the Contracting Officer will make their full text available. Also, the

full text of a clause may be accessed electronically at this address:

htep://www, acqnet.gov/fax/

52.246~5 Inspection of Services-Cost-Reimbursement (Apr 1984)

Section F - Deliveries or Performance

F.1. DELIVERABLES Deliverables will be specified in the individual
task orders.

F.2. PERFORMANCE Period of performance. The term of this contract is
three years, with two one-year renewable options.

F.3. TIME OF DELIVERY. Time of delivery for any deliverables will be
specified in the individual task orders.

F.4. 52.252-2 Clauses Incorporated By Reference (Feb 1998}

This contract incorporates one or more clauses by reference, with the
same force and effect as if they were given in full text. Upon request,
the Contracting Officer will make their full text available. Also, the
full text of a clause may be accessed electronically at this address:

http://www. acgnet.gov/far/

52.242-15 Stop-Work Order (Aug 1989) Alternate I (Apr 1984)
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Section G- Contract Administration Data

CONTRACTUAL INFORMATION

Contractual interpretation and assistance may be obtained by contact-

ing:

G.2.

a.

Federal Retirement Thrift Invesiment Board
1250 H Street, N.W., Suite 200
Washington, DC 20005-3952

Attn: Robert Battersby
Phone: {202) 942-1693
E-Mail: RBATTER@tsp.gov

CONTRACTING OFFICER'S TECHNICAL REPRESENTATIVE

The Contracting Officer hereby designates the below named indi-
vidual as the Contracting Officer’s Technical Representative
{COTR} . '

Name: (To be completed at time of award)
Address: Federal Retirement Thrift Investment Board
1250 H Street, N.W., Suite 200
Washington, DC 20005-3952
Phone: {To be completed at time of award)

The COTR is responsible for administering the performance of work
under this contract. In no event, however, will any understand-
ing, agreement, modification, change order, or other matter devi-
ating from the terms of this contract be effective or binding
upon the Agency unless formalized by proper contractual documents
executed by the Contracting Officer. The COTR is responsible
for:

1. Monitoring the Contractor's progress, including the sur-
veillance and assessment of performance, and recommending
to the Contracting Officer changes in requirements;

2. Interpreting the scope of work;

3. Performing inspections and acceptances required by this
contract; and,

4. Assisting the Contractor in the resolution of technical
problems encountered during the performance of the con-
tract.

The Contracting Officer is responsible for directing any changes
in the terms, conditions, or amounts cited in the contract.

In order for the Contractor to rely upon guidance from the COTR,
the guidance must:

1. Be consistent with the description of work set forth in the
contract;
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2. Not constitute new assignments of work or a change to the
expressed terms, conditions, or specifications incorporated
into the contract;

3. Not constitute a basis for an extension to the period of
performance or contract delivery schedule; and,

4. Not constitute a basis for any increase in the contract
cost.
e. The COTR may be changed by the Agency at any time without prior

notice to the Contractor. Written notice to the Contractor will
be given by the Contracting Officer to effect any change in COTR.

£. If in the opinion of the Contractor, any instruction or direction
issued by the COTR is not provided for in any of the provisions
of the Contract, the Contractor shall not proceed but shall no-
tify the Contracting Officer in writing within five (5) working
days after the receipt of any such instruction or direction and
shall request the Contracting Officer to modify the contract ac-
cordingly. Upon receiving such notification from the Contractor,
the Contracting Officer shall issue an appropriate contract modi-
fication or advise the Contractor in writing that, in his‘her
opinion, the technical direction is within the scope of this
clause and does not constitute a change under the Changes Clause
of the contract. The Contractor shall thereupon proceed immedi-
ately with the direction given.

g. A failure of the parties to agree upon the nature of the instruc-
tion or direction or upon the contract action to be taken with
respect thereto shall be subject to the provisions of the con-
tract clause titled "Disputes."

G.3. SUBMISSION OF INVOICES

Invoices submitted for payment shall conform to the following require-
ments:

a. All invoices must contain contractor’s EIN number.
b. All invoices must contain a “remit to” address.
c. Submit all invoices to:

Federal Retirement Thrift Investment Board
1250 H Street, N.W., Suite 200

Washington, DC 20005-3952

Attn: Office of Accounting

G.4. INCORPORATION OF CONTRACTOR'S PROPOSAL

It is understood and agreed that the Contractor shall, in meeting the
requirements of this contract, perform the work in accordance with its
proposal to the Board provided however, that to the extent that any
provisions of the Clauses set forth herein are in conflict or inconsis-
tent with any provisions of said proposal, the provisions of this con-
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tract shall be controlling and shall supersede the provisions of said
proposal.

G.5. ORDER OF PRECEDENCE

The order of precedence for interpretation of the terms, conditions and
requirements of this contract shall be as follows:

Section A of the contract;

Sections B, C, E, F, G, and H of the contract;
Section I of the contract; and,

Contractor's proposal, as clarified and amended.

on0uUve

Section H — Special Contract Requirements

H.1. BUSINESS PRACTICES AND CONTRACT REQUIREMENTS

It is expected that the practices described by the Contractor in its
response to the Request for Proposals shall be employed in its perform-
ance of the requirements of Section C of the contract. Written notice
must be received in advance by the Contracting Officer for approval of
any changes to these practices.

H.2. ADVERTISING AND RELEASING OF INFORMATION

The contractor must not publicize, advertise, or otherwise anncunce its
selection by the Agency without the prior written approval of the
Agency, Also, the Contractor may not release information or report on
its performance under the contract without the prior written approval
of the Agency.

H.3. KEY PERSONNEL
a. The Contractor must include in its proposal, by name and capac-
ity, the key personnel to be assigned to perform and carry out

all phases of work under this contract. The Contractor’s key
personnel include the following:

Nane Capacity

b. The individuals named above are considered key personnel and are
essential for the successful completion of all work assigned un-
der this contract. In the event any individual on the list of
key personnel is to be removed or diverted from this contract,
the Centractor must (1) notify the Contracting Officer; (2} sup-
ply written justification as to why the individual(s) is being
removed or diverted; and, (3) provide resume of the proposed sub-
stitute or replacement including the education, work experience,
etc., of each new person for Agency approval. All notifications
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and other information must be submitted to the Contracting Offi-
cer at least 14 calendar days in advance of the action.

c. The Contractor must not, under any circumstances, remove or di-
vert key personnel unless prior written authorization has been
granted by the Contracting Officer. The person replacing the key
person must have the same or higher qualifications and experience
as the person replaced.

H.4. REIMBURSEMENT OF TRAVEL EXPENSES

Travel expenses incurred under this contract and invoiced may not ex-
ceed the applicable Federal Travel Regulations.

H.5. CONFIDENTIAL INFORMATION

All information from data files on participant accounts provided to the
contractor is confidential and is subject to the Privacy Act. The Con-
tractor and contractor personnel shall maintain this information in
strict confidence and shall not disclose this information, or any in-
formation obtained as the result of its performance of this contract,
to any person or entity, other than employees or bonafide contractors
of the Federal Retirement Thrift Investment Board, without the prior
written approval of the Agency.

The contractor and contractor personnel shall not disclose this infor-
mation to any person or entity or otherwise make any improper use of
this information during or after the performance period of this con-
tract. The contractor and contractor personnel shall maintain this in-
formation in strict confidence and shall make no entry into data files,
except as necessary in the performance of the contract. The contractor
and contractor personnel and their successors are prohibited forever
from using this information for theirx personal or business gain, per-
sonally or for another, directly or indirectly, without prior written
approval of the Agency. This provision, or a provision with an identi-
cal effect, shall be placed in any subcontracts.

H.6. Dispures {Juny 2002)

(a) Reserved.

(b) Except as provided in the Act, all disputes arising under or
relating to this contract shall be resolved under this clause.

{c} “Claim,” as used in this clause, means a written demand or
written assertion by one of the contracting parties seeking, as a
matter of right, the payment of money in a sum certain, the adjustment
or interpretation of contract terms, or other relief arising under or
relating to this contract. However, a written demand or written
assertion by the Contractor seeking the payment of money exceeding
$100,000 is not a claim under the Act until certified. A voucher,
invoice, or other routine request for payment that is not in dispute
when submitted is not a claim under the Act. The submission may be
converted to a claim under the Act, by complying with the submission
and certification requirements of this clause, if it is disputed either
as to liability or amount or is not acted upon in a reasonable time.
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{d} (1) A claim by the Contractor shall be made in writing and, unless
otherwise stated in this contract, submitted within 6 years after
accrual of the claim to the Contracting Officer for a written decision.
A claim by the Federal Retirement Thrift Investment Board (Agency)
against the Contractor shall be subject to a written decision by the
Contracting Officer.

{2} (i)} The Contractor shall provide the certification specified in
paragraph (dj{2) (iii) of this clause when submitting any claim
exceeding $100,000.

(ii) The certification requirement does not apply to issues in
controversy that have not been submitted as all or part of a claim.

(iii) The certification shall state as follows: “I certify that
the claim is made in good faith; that the supporting data are accurate
and complete to the best of my knowledge and belief; that the amount
requested accurately reflects the contract adjustment for which the
Contractor believes the Agency is liable; and that I am duly authorized
to certify the claim on behalf of the Contractor.”

(3] The certification may be executed by any person duly authorized
to bind the Contractor with respect to the claim.

(e} For Contractor claims of $100,000 or less, the Contracting
Officer must, if reguested in writing by the Contractor, render a
decision within 60 days of the request. For Contractor-certified claims
over $100,000, the Contracting Officer must, within 60 days, decide the
claim or notify the Contractor of the date by which the decision will
be made.

(£} The Contracting Officer’s decision shall be final unless the
Contractor requests reconsideration by the Execuitve Director (or
designee}, the decision on which shall be final.

(g} If the claim by the Contractor is submitted to the Contracting
Officer or a claim by the Government is presented tc the Contractor,
the parties, by mutual consent, may agree to use alternative dispute
resolution (ADR). If the Contractor refuses an offer for ADR, the
Contractor shall inform the Contracting Officer, in writing, of the
Contractor’s specific reasons for rejecting the offer.

(h) The Agency shall pay interest on the amount found due and unpaid
from (1) the date that the Contracting Officer receives the claim
{certified, if required); or {(2) the date that payment otherwise would
be due, if that date is later, until the date of payment., With regard
to claims having defective certifications, as defined in FAR 33.201,
interest shall be paid from the date that the Contracting Officer
initially receives the perfected claim. Simple interest on claims shall
be paid at the rate, fixed by the Secretary of the Treasury as provided
in the Act, which is applicable to the period during which the
Contracting Officer receives the claim and then at the rate applicable
for each 6-month period as fixed by the Treasury Secretary during the
pendency of the claim,

10
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{i) The Contractor shall proceed diligently with performance of this
contract, pending final resolution of any request for relief, claim,
appeal, or action arising under or relating to the contract, and
comply with any decision of the Contracting Officer.

Section I - Contract Clauses

52~215-19  Notification of Ownership Changes, {OCT 1997}

{a) The Contractor shall make the following notifications in writing:
(1) When the Contractor becomes aware that a change in its ownership
has occurred, or is certain to occur, that could result in changes in
the valuation of its capitalized assets in the accounting records, the
Contractor shall notify the Contracting Officer {CO} within 30 days.
(2) The Contractor shall also notify the CO within 30 days whenever
changes to asset valuations or any other cost changes have occurred or
are certain to occur as a result of a change in ownership.

(b} The Contractor shall~

(1} Maintain current, accurate, and complete inventory records of
assets and thelr costs;

(2} Provide the CO or designated representative ready access to the
records upon request;

(3} Ensure that all individual and grouped assets, their capitalized
values, accumulated depreciation or amortization, and remaining useful
lives are identified accurately before and after each of the
Contractorfs ownership changes; and

(4) Retain and continue to maintain depreciation and amortization
schedules based on the asset records maintained before each Contractor
ownership change.

{c) The Contractor shall include the substance of this clause in all
subcontracts under this contract that meet the applicability
requirement of FAR 15.408 (k).

52.222-39 Notification of Employee Rights Concerning
Payment of Union Dues or Fees. {DEC 2004)

fa} Definition. As used in this clause—

“United States” means the 50 States, the District of Columbia, Puerto
Rico, the Northern Mariana Islands, American Samoa, Guam, the U.S.
Virgin Islands, and Wake Island.

{b) Except as provided in paragraph {e) of this clause, during the term
of this contract, the Contractor shall post a notice, in the form of a
poster, informing employees of their rights concerning union membership
and payment of union dues and fees, in conspicuous places in and about
all its plants and offices, including all places where notices to
employees are customarily posted. The notice shall include the
following information ({except that the information pertaining to
National Labor Relations Board shall not be included in notices posted

11
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in the plants or offices of carriers subject to the Railway Labor Act,
as amended (45 U.S.C. 151-188)).

Notice to Employees

Under Federal law, employees cannot be required to join a union or
maintain membership in a union in order to retain their jobs. Under
certain conditions, the law permits a union and an employer to
enter into a union-security agreement requiring employees to pay
uniform periodic dues and initiation fees. However, employees who
are not union members can object to the use of their payments for
certain purposes and can only be required to pay their share of
union costs relating to collective bargaining, contract
administration, and grievance adjustment.

If you do not want to pay that portion of dues or fees used to
support activities not related to collective bargaining, contract
administration, or grievance adjustment, you are entitled to an
appropriate reduction in your payment. If you believe that you have
been required to pay dues or fees used in part to support
activities not related to collective bargaining, contract
administration, or grievance adjustment, you may be entitled to a
refund and to an appropriate reduction in future payments.

For further information concerning your rights, you may wish to
contact the National Labor Relations Board (NLRB) either at one of
its Regional offices or at the following address or toll free
number:

National Labor Relations Board
Division of Information

1089 14th Street, N.W.
Washington, DC 20870
1-866~-667-6572

1-866-316-6572 {TTY)

To locate the nearest NLRB office, see NLRB's website at
hittp://www.nlob.gov.

(c} The Contractor shall comply with all provisions of Executive

Order 13201 of February 17, 2001, and related implementing regulations
at 29 CFR Part 470, and orders of the Secretary of Labor.

{d} In the event that the Contractor does not comply with any of the
requirements set forth in paragraphs (b), (c), or {(g), the Secretary
may direct that this contract be cancelled, terminated, or suspended in
whole or in part, and declare the Contractor ineligible for further
Government contracts in accordance with procedures at 29 CFR Part 470,
Subpart B-Compliance BEvaluations, Complaint Investigations and

12
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Enforcement Procedures. Such other sanctions or remedies may be imposed
as are provided by 2% CFR Part 470, which implements Executive

Order 13201, or as are otherwise provided by law,

(e} The requirement to post the employee notice in paragraph (b} does
not apply to—

{1} Contractors and subcontractors that employ fewer than 15 persons;
{2) Contractor establishments or construction work sites where no union
has been formally recognized by the Contractor or certified as the
exclusive bargaining representative of the Contractor’s employees;

{3} Contractor establishments or construction work sites located in a
jurisdiction named in the definition of the United States in which the
law of that jurisdiction forbids enforcement of union-security
agreements;

{4) Contractor facilities where upon the written request of the
Contractor, the Department of Labor Deputy Assistant Secretary for
Labor-Management Programs has waived the posting requirements with
respect to any of the Contractor’s facilities if the Deputy Assistant
Secretary finds that the Contractor has demonstrated that—

(i) The facility is in all respects separate and distinct from
activities of the Contractor related to the performance of a contract;
and

{ii) Such a wailver will pot interfere with or impede the effectuation
of the Executive order: or

{5) Work outside the United States that does not involve the
recruitment or employment of workers within the United States.

(£} The Department of Labor publishes the official employee notice in
two variations; one for contractors covered by the Railway Labor Act
and a second for all other contractors. The Contractor shall—

(1) Obtain the required employee notice poster from the Division of
Interpretations and Standards, Office of Labor-Management Standards,
U.S. Department of Labor, 200 Constitution Avenue, NW, Room N-5605,
Washington, DC 20210, or from any field office of the Department’s
Office of Labor-Management Standards or Office of PFederal Contract
Compliance Programs:

(2) Download a copy of the poster from the Office of Labor-Management
Standards website at htip://www.olms.dol,gov; or

(3) Reproduce and use exact duplicate copies of the Department of
Labor’s official poster.

(g} The Contractor shall include the substance of this clause in every
subcontract or purchase order that exceeds the simplified acquisition
threshold, entered into in connection with this contract, unless
exempted by the Department of Labor Deputy Assistant Secretary for
Labor-Management Programs on account of special circumstances in the
national interest under authority of 29 CFR 470.3(c). For indefinite
quantity subcontracts, the Contractor shall include the substance of
this clause if the value of orders in any calendar year of the
subcontract is expected to exceed the simplified acquisition threshold.
Pursuant to 29 CFR Part 470, Subpart B—Compliance Evaluations,
Complaint Investigations and Enforcement Procedures, the Secretary of

13
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Labor may direct the Contractor to take such action in the enforcement
of these regulations, including the imposition of sanctions for
noncompliance with respect to any such subcontract or purchase order.
If the Contractor becomes involved in litigation with a subcontractor
or vendor, or is threatened with such involvement, as a result of such
direction, the Contractor may request the United States, through the
Secretary of Labor, to enter into such litigation to protect the
interests of the United States.

52.252-2 Clauses Incorporated By Reference {(Feb 1998)

This contract incorporates one or more clauses by reference, with the
same force and effect as if they were given in full text. Upon request,
the Contracting Officer will make their full text available. Also, the
full text of a clause may be accessed electronically at this address:

http://www.acgnet.gov/far/

52.202-1 Definitions. (Jul 2004)
52.203-3 Gratuities. (Apr 1984)
52.203~5 Covenant Against Contingent Fees. (Apr 1984)

52.203-6 Restrictions on Subcontractor Sales to the Government. (Jul
1995)

52.203-7 Anti-Kickback Procedures. (Jul 1995)

52.203~-8 Cancellation, Rescission, and Recovery of Funds for Illegal

or Improper Activity. {Jan 1997)

52.203-10 Price or Fee Adjustment for Illegal or Improper Activity.
{Jan 1997)

52.203-12 Limitation on Payments to Influence Certain Federal Trans-
actions. {Jun 2003}

52.204-4 Printed or Copied Double-Sided on Recycled Paper.(Rug 2000)

52.204-7 Central Contractor Registration. (Oct 2003)

52.209-6 Protecting the Government’s Interest When Subcontracting
with Contractors Debarred, Suspended, or Proposed for De-
barment. (Jan 2005}

52.,215-2 Budit and Records- Negotiation. {Jun 1999)

52.215-8 Order of Precedence- Uniform Contract Format. {Oct 1997)

52-215-18 Reversion or Adjustment of Plans for Postretirement Bene-
fits (PRB) Other Than Pensions. {Oct 1997)
52.216-7 Allowable Cost and Payment. {Dec 2002)

52.216-8 Fixed Fee. (Mar 1997)

52.217~8 Option to Extend Services. {(Nov 1999)

52.217-9 Option to Extend the Term of the Contract. (Mar 2000)

52.219-8 Utilization of Small Business Concerns. {Jan 2002)

52.222~1 Notice of the Government of Labor Disputes. (Feb 1997)

52.222~2 Payment for Overtime Premiums. (July 1990)

52.222-3 Convict Labor. {(Jun 2003)

52,222-21 Prohibition of Segregated Facilities. {Feb 1999)

52.222-26 Equal Opportunity. (Apr 2002)

52.222-35 Equal Opportunity for Special Disabled Veterans, Veterans
of the Vietnam Era, and Other Eligible Veterans. {Dec 2001)

52.222-36 Affirmative Action for Workers with Disabilities. (Jun
1998)

14
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52.222-37 Employment Reports on Special Disabled Veterans, Veterans
of the Vietnam Era, and Other Eligible Veterans. (Dec 2001)

52.223-86 Drug-Free Workplace. {(May 2001)

52.224-1 Privacy Act Notification. (BRpr 1984)

52.224-2 Privacy Act. (Apr 1984)

52.225-13  Restrictions on Cerxtain Foreign Purchases. {Dec 2003}

52.225-16 Sanctioned European Union Country Services. (Feb 2000)

52.227~3 Patent Indemnity. (Apr 1984)

52.227-14 Rights in Data-General. {Jun 1987}

52.227-17 Rights in Data-Special Works. {(Jun 1987)

52.227-23 Rights to Proposal Data {(Technical) (Jun 1987)

52.228-7 Insurance-Liability to Third Persons. (Mar 1996)

52.232-17 Interest. {(Jun 1996)

52.232-20 Limitation of Cost. (Apr 1984)

52.232-22 Limitation of Funds. (Apr 1984)

52.232-23 Assignment of Claims. {(Jan 1986)

52.232-28 Prompt Payment. (Oct 2003} Alternate I. (Feb 2002)

52.232-34 Payment by Electronic Funds Transfer-Other than Central
Contractor Registration. (May 1999)

52.233-4 Rpplicable Law for Breach of Contract Claim, {(Oct 2004)

52.,242-1 Notice of Intent to Disallow Costs. (Apr 1984)

52.242-4 Certification of Final Indirect Costs. (Jan 1997}

52.242-13 Bankruptcy. (Jul 1995) Alternate I. (Apr 1984)

52.244-2 Subcontracts. (Rug 1998) Alternate II (Aug 1998)

52.244-5 Competition in Subcontracting. (Dec 1996)

52.244-¢6 Subcontracts for Commercial Items. (Dec 2004)

52.245-5 Government Property (Cost-Reimbursement, Time-and-Material
or Laboxr-Hour Contracts). (May 2004}

52.246-25 Limitation of Liability Services. (Feb 1997)

52.249-6 Termination (Cost-Reimbursement). (May 2004)

52.249-14 Excusable Delays. (Apr 1984)

52.252-1 Computer Generated Forms. {(Jan 1991)

Section J - List of Attachments

Attachment A - Questionnaire For Consulting Services

Attachment B - TSP Fund Information Package

Attachment C ~ 2004 Investment Funds Cash Flow Table

Attachment D - 2004 TSP Audited Financial Statements

Attachment E - ¥, C, S, and I Funds Procurement Selection Criteria

Section K — Representations, Certifications, and
Other Statements of Offerors

52.204~8 Annual Representations and Certifications (Jan 2005)

{a) (1) If the clause at 52.204-7, Central Contractor Registration, is
included in this solicitation, paragraph {b) of this provision applies.
{2) If the clause at 52,.204-7 is not included in this solicitation, and
the Offeror 1s currently registered in CCR, and has completed the ORCA
electronically, the Offeror may choose to use paragraph {b) instead of
completing the corresponding individual representations and
certifications in the solicitation. The Offeror shall indicate which
option applies by checking one of the following boxes:
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[ 1 {i) Paragraph (b) applies.

{ } (ii) Paragraph (b) does not apply and the Offeror has
completed the individual representations and certifications in the
solicitation.

{b} The Offeror has completed the annual representations and
certifications electronically via the Online Representations and
Certifications Application (ORCA) website at nttp://orca.bpn.gov. After
reviewing the ORCA database information, the Offeror verifies by
submission of the offer that the representations and certifications
currently posted electreonically have been entered or updated within the
last 12 months, are current, accurate, complete, and applicable to this
solicitation (including the business size standard applicable to the
NAICS code referenced for this solicitation), as of the date of this
offer and are incorporated in this offer by reference {see FAR 4,1201);
except for the changes identified below [Offeror to insert changes,
identifying change by clause number, title, date}. These amended
representation{s} and/or certification({s) are also incorporated in this
offer and are current, accurate, and complete as of the date of this
offer.

FAR CLause # TITLE DATE CHANGE

Any changes provided by the Offeror are applicable to this
solicitation only, and do not result in an update to the
representations and certifications posted on ORCA.

52.209-5 Certification Regarding Debarment, Suspension,
Proposed Debarment, and Other Responsibility
Matters. (Dec 2001)

(a} (1} The Offeror certifies, to the best of its knowledge and belief,
that—

(i} The Offeror and/or any of its Principals—

(A} Are ____ are not ___ presently debarred, suspended, proposed for
debarment, or declared ipeligible for the award of contracts by any
Federal Agency:

(B} Have __ have not ___, within a three-year period preceding this
offer, been convicted of or had a civil judgment rendered against them
for: commission of fraud or a criminal offense in connection with
obtaining, attempting to obtain, or performing a public (Federal,
state, or local) contract or subcontract; violation of Federal or state
antitrust statutes relating to the submission of offers; or commission
of embezzlement, theft, forgery, bribery, falsification or destruction
of records, making false statements, tax evasion, or receiving stolen
property; and (C} Are ___ are not . bresently indicted for, or
otherwise criminally or civilly charged by a governmental entity with,
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comnission of any of the offenses enumerated in paragraph {a) (1} {i} (B}
of this provision.

(ii) The Offeror has ___ has not __ , within a three-year pericd
preceding this offer, had one or more contracts terminated for default
by any Federal Agency.

(2) “Principals,” for the purposes of this certification, means
officers; directors; owners; partners; and, persons having primary
management or supervisory responsibilities within a business entity
{e.g., general manager; plant manager; head of a subsidiary, division,
or business segment, and similar positions).

This Certification Concerns a Matter Within the Jurisdiction of an
Agency of the United States and the Making of a False, Fictitious,
or Fraudulent Certification May Render the Maker Subject to
Prosecution Under Section 1001, Title 18, United States Code.

{b) The Offeror shall provide immediate written notice to the
Contracting Officer if, at any time prior to contract award, the
Offeror learns that its certification was erroneous when submitted or
has become erroneous by reason of changed circumstances.

{c} A certification that any of the items in paragraph {a) of this
provision exists will not necessarily result in withholding of an award
under this solicitation. However, the certification will be considered
in connection with a determination of the Offerorfs responsibility.
Failure of the Offeror to furnish a certification or provide such
additional information as reqguested by the Contracting Officer may
render the Offeror nonresponsible.

(d) Nothing contained in the foregoing shall be construed to require
establishment of a system of records in order to render, in good faith,
the certification required by paragraph {(a) of this provision. The
knowledge and information of an Offeror is not required to exceed that
which is normally possessed by a prudent person in the ordinary course
of business dealings.

{e) The certification in paragraph (a) of this provision is a material
representation of fact upon which reliance was placed when making
award. If it is later determined that the Offeror knowingly rendered an
erroneous certification, in addition to other remedies available to the
Government, the Contracting Officer may terminate the contract
resulting from this solicitation for default.

52.215-6 Place of Performance. (Oct 1997)

(a) The Offeror or respondent, in the performance of any contract
resulting from this solicitation, ___  intends, . does not intend
{check applicable block} to use one or more plants or facilities
located at a different address from the address of the Offeror or

respondent as indicated in this proposal or response to request for
information.
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{b) If the Offeror or respondent checks “intends” in paragraph {(a} of
this provision, it shall insert in the following spaces the required
information:

PLACE OF PERFORMANCE (STREET ADDRESS, NAME AND ADDRESS OF OWNER AND OPERATOR OF THE
Crry, Srareg, Counry, ZIP Cooe) PLANT OR FACILITY 1F OTHER THRAN OFFEROR OR RE-
SPONDENT

52.219-1 Small Business Program Representations. {May 2004)

{a} (1) The North American Industry Classification System (NAICS) code
for this acquisition is [insert NAICS codel].

{2) The small business size standard is {insert size
standard] .

{3} The small business size standard for a concern which submits an
offer in its own name, other than on a construction or service
contract, but which proposes to furnish a product which it did not
itself manufacture, is 500 employees.

{b) Representations.

(1) The Offeror represents as part of its offer that it . is,
is not & small business concern.

(2) [Complete only if the Offeror represented itself as a small
business concern in paragraph (b} (1) of this provision.] The Offeror
represents, for general statistical purposes, that it ___ is, _ is
not, a small disadvantaged business concern as defined in

13 CFR 124.1002.

(3) [Complete only if the Offeror represented itself as a small
business concern in paragraph (b){1l) of this provision.] The Offeror
represents as part of its offer that it ____ is, ___ is not a women-
owned small business concern.

(4} [Complete only if the Offeror represented itself as a small
business concern in paragraph (b){1) of this provision.] The Offeror
represents as part of its offer that it __ is, ___ is not a veteran-
owned small business concern.

(5} [Complete only if the Offeror represented itself as a veteran-owned
small business concern in paragraph (b) (4} of this provision.} The
Offeror represents as part of its offer that it __ is, is not a
service-disabled veteran-owned small business concern. T

(6) [Complete only if the Offeror represented itself as a small
business concern in paragraph (b} (1) of this provision.} The Offeror
represents, as part of its offer, that—

18



240

{iy It ____ is, ____ is not a HUBZone small business concern listed, on
the date of this representation, on the List of Qualified HUBZone Small
Business Concerns maintained by the Small Business Administration, and
no material change in ownership and contrel, principal office, or
HUBZone employee percentage has occurred since it was certified by the
Small Business Administration in accordance with 13 CFR Part 126; and
(i1) It __ is, ___ is not a joint venture that complies with the
requirements of 13 CFR Part 126, and the representation in

paragraph (b){6){i) of this provision is accurate for the HUBZone small
business concern or concerns that are participating in the joint
venture. ([The Offeror shall enter the name or names of the HURBRZone
small business concern or concerns that are participating in the joint

venture: .1 Each HUBZone small business concern participating
in the joint venture shall submit a separate signed copy of the HUBZone
representation.

(c) Definitions. As used in this provision-—

“Service-disabled veteran-owned small business concern”--
(1) Means a small business concern—
{i) Not less than 51 percent of which is owned by one or more service-
disabled veterans or, in the case of any publicly owned business, not
less than 51 percent of the stock of which is owned by one or more
service-disabled veterans; and
(i1} The management and daily business operations of which are
controlled by one or more service-disabled veterans or, in the case of
a service-disabled veteran with permanent and severe disability, the
spouse or permanent caregiver of such veteran.
{2) “Service-disabled veteran” means a veteran, as defined in
38 U.S8.C. 101(2), with a disability that is service-connected, as
defined in 38 U.S5.C. 101(16).

“8mall business concern” means a concern, including its affiliates,
that is independently owned and operated, not dominant in the field of
operation in which it is bidding on Government contracts, and qualified
as a small business under the criteria in 13 CFR Part 121 and the size
standard in paragraph (a) of this provision.

“Veteran-owned small business concern” means a small business
concern—

{1) Not less than 51 percent of which is owned by one or more veterans
(as defined at 38 U.S8.C. 101(2)) or, in the case of any publicly owned
business, not less than 51 percent of the stock of which is owned by
one or more veterans; and

(2} The management and daily business operations of which are
controlled by one or more veterans.

“Women-owned small business concern” means a small business concern—
(1} That is at least 51 percent owned by one or more women; or, in the
case of any publicly owned business, at least 51 percent of the stock
of which is owned by cne or more women; and
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{2) Whose management and daily business operations are controlled by
one or more women.

{d) Notice.

{1) If this solicitation is for supplies and has been set aside, in
whole or in part, for small business concerns, then the clause in this
solicitation providing notice of the set-aside contains restrictions on
the source of the end items to be furnished.

(2} Under 15 U.S8.C. 645(d), any person who misrepresents a firm's
status as a small, HUBZone small, small disadvantaged, or women-owned
small business concern in order to obtain a contract to be awarded
under the preference programs established pursuant to section 8(a),
8(d), 9, or 15 of the Small Business Act or any other provision of
Federal law that specifically references section 8{d) for a definition
of program eligibility, shall~

{i) Be punished by imposition of fine, imprisonment, or both;

{ii) Be subject to administrative remedies, including suspension and
debarment; and

(iii) Be ineligible for participation in programs conducted under the
authority of the Act.

52.227-15 Representation of Limited Rights Data and
Restricted Computer Software. (May 1999)

{a)} This solicitation sets forth the work to be performed if a contract
award results, and the Federal Retirement Thrift Investment Board’s
{BAgency’s) known delivery requirements for data (as defined in

FAR 27.401). Bny resulting contract may also provide the Agency the
option to order additional data under the Additional Data Requirements
clause at 52.227~16 of the FAR, if included in the contract. Any data
delivered under the resulting contract will be subject to the Rights in
Data~General clause at 52.227-14 that is to be included in this
contract. Under the latter clause, a Contractor may withhold from
delivery data that qualify as limited rights data or restricted
computer software, and deliver form, fit, and function data in lieu
thereof. The latter clause also may be used with its Alternates II
and/or I1I to obtain delivery of limited rights data or restricted
computer software, marked with limited rights or restricted rights
notices, as appropriate. JYu addition, use of Rlternate V with this
latter clause provides the Agency the right to inspect such data at the
Contractor’s facility.

(b} As an aid in determining the Agency’s need to include Alternate II
or Alternate III in the clause at 52.227-14, Rights in Data-General,
the Offeror shall complete paragraph (c) of this provision to either
state that none of the data qualify as limited rights data or
restricted computer software, or identify, to the extent feasible,
which of the data qualifies as limited rights data or restricted
computer software. Any identification of limited rights data or
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restricted computer software in the Offeror’s response is not
determinative of the status of such data should a contract be awarded
to the Offeror.
(c} The Offeror has reviewed the requirements for the delivery of data
or software and states [Offeror check appropriate block)—

o None of the data proposed for fulfilling such reguirements
qualifies as limited rights data or restricted computer software.

o Data proposed for fulfilling such requirements qualify as limited
rights data or restricted computer software and are identified as
follows:

Nore: “Limited rights data” and “Restricted computer software” are
defined in the contract clause entitled “Rights in Data—General.”

K.1. 52.252~1 Solicitation Provisions Incorporated by Reference
(Feb 13898)

This solicitation incorporates one or more solicitation provisions by
reference, with the same force and effect as if they were given in full
text, Upon request, the Contracting Officer will make their full text
available. The Offeror is cautioned that the listed provisions may in-
¢lude blocks that must be completed by the Offeror and submitted with
its quotation or offer, In lieu of submitting the full text of those
provisions, the Offeror may identify the provision by paragraph identi-
fier and provide the appropriate information with its quotation or of-
fer. Also, the full text of a solicitation provision may be accessed
electronically at this address:

http://www.acqnet.gov/far/

52.203-11 Certification and Disclosure Regarding Payments to Influ~
ence Certain Federal Transactions. (Apr 1991)

52.204-5 Women Owned Business {Other Than Small Business).
(May 1999)

52,222-38 Compliance with Veterans’ Employment Reporting
Requirements. (Dec 2001}

Section L - Instructions, Conditions, and Notices
to Offerors

L.1. SUBMISSION OF PROPOSAL The Offeror must provide an original and
five (5) copies of the technical proposal and an original and three (3)
copies of the price proposal. Cost/price data shall not be included in
the technical proposal. The price proposal must be submitted under a
separate cover. This will be a best value award.
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a. Technical Proposal. The technical proposal must be limited to 50
pages {(text to be single spaced, no less than 10-pitch font), 8-1/2" X
11” white paper (no less than 20 lb. copy paper). Any pages beyond the
51st will not be reviewed (resumes are excluded from the page count).

Attachment A provides all the questions you are required to answer in
your technical proposal. Present your comprehensive response to the
questions based on information contained in the-Statement, of Work. All
questions should be addressed completely and concisely and in the order
presented in Attachment A. If an alternative method is proposed to a
requirement, provide the proposed change and the rationale. Appendices
should be used prudently and only when a detailed response is impracti-
cal. BAmbiguous statements such as “all reasonable efforts..” will not
be acceptable.

b. Cost/Price Proposal. Must be limited to 25 pages (see further
specifications in paragraph a. above).

1. Identify the schedule of fees as it relates to the services to
be provided. The cost structure should indicate cost of ser-
vices and include & cost breakout for any optional program com-
ponents available.

2. Provide all prices associated with your services. List any and
all costs and provide an explanation for the basis of the cost
(e.g., 1f the charge is “per hour”, explain exactly how an hour
is calculated, what is included in the charge, and where the
information provided in your experience comes from.

3. Include travel and related charges that may be incurred during
this project. All travel must be approved by the COTR in ad-
vance and will be reimbursed in accordance with Government
travel regulations.

L.2. Due Date. The proposal packages should be received by the Agency
no later than 4:00 PM Eastern Time, June 1, 2005. Address the package
as follows:

Federal Retirement Thrift Investment Board
Attn: Mr. Robert Battersby

1250 H Street, NW

Washington, DC 20005-3952

To ensure the proposal packages arrives at the proper place on time and
to prevent opening by unauthorized individuals, your proposal package
must be identified on the wrapper as follows:

Proposal Submitted in Response to Solicitation
No. TIB-05-R-003
Package No. of
bate:

L.3. Bid and Proposal Costs. The Board will not reimburse Offerors
for any expenses incurred in the preparation of proposals submitted in
response to this RFP,
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L.4. Billing. The awardee will be permitted to submit invoices
monthly for incurred costs.

L.5. RFP Questions. All inquiries pertaining to this RFP must be made
in writing via e-mail or letter and must be received by 4:00 PM on May
17, 2005. No other method will be accepted. The point ¢f contact
for all RFP inquiries is Robert Battersby, 202-942-1693, fax 202-942-
1674, e-mail rbatter@tsp.gov.

L.6. THE FEDERAL RETIREMENT THRIFT INVESTMENT BOARD MAY, BY WRITTEN
NOTICE TO THE OFFEROR, TERMINATE THE RIGHT OF THE OFFEROR TO PROCEED
UNDER ANY CONTRACT THAT ARISES AS A RESULT OF THIS SOLICITATION IF IT
IS FOUND THAT GRATUITIES, IN THE FORM OF ENTERTAINMENT, GIFTS OR OTHER-
WISE, WERE OFFERED OR GIVEN BY THE OFFEROR, OR ANY AGENT OR REPRESENTA-
TIVE OF THE OFFEROR, TO ANY OFFICER OR EMPLOYEE OF THE FEDERAL RETIRE~-
MENT THRIFT INVESTMENT BOARD WITH THE INTENT TO SECURE FAVORABLE TREAT-
MENT .

52.216-1 Type of Contract. (Apr 1984)

The Government contemplates award of a cost reimbursement contract
resulting from this solicitation.

L.7. 52.252-1 Solicitation Provisions Incorporated by Reference
{Feb 1998)

This solicitation incorporates one or more solicitation provisions by
reference, with the same force and effect as if they were given in full
text. Upon request, the Contracting Officer will make their full text
available. The Offeror is cautioned that the listed provisions may in-
clude blocks that must be completed by the Offeror and submitted with
its quotation or offer. In lieu of submitting the full text of those
provisions, the Offeror may identify the provision by paragraph identi-
fier and provide the appropriate information with its quotation or of-
fer. Also, the full text of a solicitation provision may be accessed
electronically at this address:

http://www.acqnet.gov/far/

52.204-6 Data Universal Numbering System (DUNS) Number.
{Oct 2003)

52.215~-1 Instructions to Offerors-Competitive, (Jan 2004)
52.215-16 Facilities Capital Cost of Money. {(Jun 2003)

52.237-10 Identification of Uncompensated Overtime. (Oct 1997)

Section M -~ Evaluation Factors for Award

M.1, EVALUATION OF OFFERS. This section sets forth the criteria that
will be used for the evaluation of each timely offer to determine the
successful Offeror. The evaluation of offers will consist of a techni-
cal and cost evaluation. Only proposals deemed to be technically ac~
ceptable will receive further consideration. The Agency is committed
to providing the highest level of customer service and satisfaction.
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Offerors should be aware of the fact that only the highest caliber of
quality and service will be accepted.

M.2. Procedure. The ARgency will select an Offeror for award in accor-
dance with the guidance in FAR Part 15, the Agency’s Directive No, 1ZA,
and the terms of this solicitation.

M.3. Minimum Technical Requirements. The technical proposal must dem-
onstrate compliance with the minimum technical factors listed below in
order to be considered for award. Proposals which do not conform to
the technical requirements of this section will be rejected by the
Technical BEvaluation Panel (TEP) before technical evaluation.

Through the answers provided to the questions in Attachment A, Offerors
must demonstrate and certify compliance with the following minimum cri-
teria:

1. Within the past five years, the Offeror must have provided
investment consulting advice to at least two clients, each having
over $5 billion in indexed investment assets.

2. Within the past five years, the Offeror has performed risk
analyses of investment practices or securities lending practices
for at least two clients, each having over $1 billion in invest-
ment assets.

3. Within the past five years, the Offeror must have assisted at
lgast two clients, each having over $500 million in indexed in~
vestment assets, in establishing criteria for searching for and
selecting an investment manager for those assets.

4. Within the past five years, the Offeror must have provided
advice to at least one client with over $100 million in indexed
investment assets concerning appropriate custody arrangements for
the client’s indexed investment assets.

5. Within the past five years, the Offeror must have provided
advice to at least one client with over $100 million in indexed
investment assets concerning whether the client should use sepa-
rate or commingled accounts for its indexed investment assets.

6. Within the past five years, the Offeror must have provided
advice to at least one client with over $100 million in indexed
investment assets concerning whether and how the client should
lend its securities.

7. The firm must have a staff member available to be assigned to
the project who is a certified Financial Risk Manager,

M.4. Technical evaluation criteria -~ 1060 points

1. Subject matter experience - 50 points.

Through evaluation of the Offeror’s work product and interviews
with clients of the Offeror, the Agency will evaluate client sat-
isfaction and the Offeror’s experience in providing investment
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consulting advice in a variety of areas to clients investing in
daily-valued index funds with daily cash flows. Higher scores
will be given to those Offerors whose past performance demon-
strates that they have provided advice in the areas that relate
to the tasks that are described in the statement of work, that
they have provided advice to multiple clients, that they have
clients with large amounts of indexed assets to invest, and that
their clients have daily-valued, indexed funds with large daily
cash flows.

2. Demonstrated knowledge of personnel - 30 points.

The key personnel assigned to the project by the Offeror should
demonstrate, through their resumes and through personal inter-
views with the selection panel, that they have substantial knowl-
edge of the subject matters described in the statement of work
and that they have advised clients and prepared reports upon
those matters for clients with daily-valued indexed investment
funds similar to those offered by the TSP.

3. Organizational strength - 20 points,

Through review of materials submitted by the Offeror and through
reference interviews, Offerors will be evaluated upon the size
and depth of their organization, their ability to perform their
own original research, the extent to which investment consulting
forms the core of their business, their procedures for avoiding
conflicts of interest, and their demonstrated business integrity,

M.5. Cost/Price Evaluation.

The Agency will make an award to the responsible Offeror whose proposal
conforms to the solicitation and is most advantageous to the Board,
cost/price and other factors considered. Technical quality will be
considered substantially more important than price. As proposals be-
come more equal in their technical merit, cost/price will become more
important. Because this contract may involve future tasks similar to
those in the statement of work, we are asking Offerors to propose a
single hourly rate for their work on any tasks that may be assigned un-
der this contract, and we will evaluate cost/price for each vendor
based on that rate.

M.6. Award.

a. The Agency may reject any or all offers, accept other than the low-
est cost/price offer, and waive informalities and minor irregularities
in offers received.

b. The Agency may award a contract on the basis of initial offers re-~
ceived, without discussions. Therefore, each initial offer should con~
tain the Offeror’s best terms from a cost/price and technical stand-
point.

M.7. 52.252-1 Solicitation Provisions Incorporated by Reference
{(Feb 1998)
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This solicitation incorporates one or more solicitation provisions by
reference, with the same force and effect as if they were given in full
text. Upon request, the Contracting Officer will make their full text
available. The Offeror is cautioned that the listed provisions may in-
clude blocks that must be completed by the Offeror and submitted with
its quotation or offer. In lieu of submitting the full text of those
provisions, the Offeror may identify the provision by paragraph identi-
fier and provide the appropriate information with its guotation or of-
fer. Also, the full text of a solicitation provision may be accessed
electronically at this address:

http://www.acgnet.gov/far/

52.217-5 Evaluation of Options. (July, 1990)
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ATTACHMENT A

Please submit the following information:

1. List your firm’s complete name, address, e-mail address, telephone
and fax numbers.

2. Provide a brief history of your firm, your parent organization (if
any), and any affiliated companies.

3. Describe the ownership structure of your firm, including specific
details with regard to your parent and any affiliated companies.

4. Describe the lines of business of your firm, your parent organiza-
tion and any affiliated companies.

5. State whether your firm, or its parent or affiliate, is a regis-
tered investment advisor with the SEC under the Investment Advisors Act
of 1940,

6. Within the last five years, has your organization or an officer or

principal been involved in any business litigation or other legal pro-

ceedings relating to your consulting activities? If 50, provide an ex~
planation and indicate the current status or disposition.

7. Please state any information concerning any potential conflicts of
interest your firm, its parent or affiliate, or key personnel assigned
to this account, might have in performing work for the Thrift Savings
Plan. 1If any conflicts are identified, state how you would ensure that
the conflicts do not affect your work on this account.

8. Provide the name and address of each client having indexed assets
in the following amounts: 1) greater than $5 billion, 2) between $1
billion and $5 billion, 3} between $500 million and $1 billion, and 4}
between $100 million and $500 million, for whom you have performed work
in each of the folleowing areas in the past five years:

a) Establishment of criteria for selection of investment managers
for index funds;

b} Risk evaluation of investment, custody, and securities lending
practices;

¢} The costs and benefits of using separate accounts versus using
commingled trust funds for indexed assets;

d} The most cost-effective way to structure a securities lending
arrangement for large amounts of indexed assets with a minimum
amount. of risk; and

e} Whether a custodian separate from the investment manager
should be used for indexed assets.

9. For each client listed in response to request 8, provide the esti-

mated daily cash flows into and out of all index funds invested for
that client at the time your firm performed its services.
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10. Provide the following reference information for at least three
clients listed in response to request 8: name, address, and telephone
number of a contact person; a description of work performed for the
client; and, if available, a sample of work product demonstrating your
expertise.

11. 1Identify and provide resumes for all key personnel who would be
assigned to work on this account, including a description of each per-
son’s expertise in each of the following areas:

a) Selection of investment managers for index funds, including
establishment of appropriate procurement criteria;

b} Risk evaluation of investment, custody, and securities lending
practices;

¢} The costs and benefits of using separate accounts versus using
commingled trust funds;

d) The most cost-effective way to structure a securities lending
arrangement with a minimum amount of risk; and

e} Whether a custodian separate from the investment manager
should be used.

12, Describe your firm‘s approach to investment research. Please in-
dicate relationships with researchers/academics outside of your firm.
Give examples of how your research was used for other similar clients.

13. What tools do you use to evaluate managers and the market? Did
you develop these tools in~house or purchase them from vendors?

14. Describe how your firm gathers, verifies, updates, and maintains
data on investment managers and investment management practices. De-
scribe any relationships your firm, or its parent or affiliates, may
have with investment management firms that could result in compensation
te your firm, its parent, or its affiliates. If any such relationships
exist, describe how you would avoid a conflict of interest in providing
the services described in the statement of work.

15. Describe in detail your firm's ongoing investment manager due
diligence process. What are some of the key issues you examine?

16. Describe how your firm measures performance reporting and evalua-
tion for index fund providers.
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We're glad you asked . ..

... about the TSP investment funds. You're on your way to becoming an in-
formed investor.

When you choose among the five funds, remember that your investment
allocation is the single most important factor in determining the growth
of your TSP account. As you read the fund descriptions, think about these
points:

v

Conslder both risk and return. The F Fund {(bonds) and the C, S,
and | Funds {stocks) have higher potential returns than the risk-free
G Fund {Government securities), But stocks and bonds also carry
the risk of investment losses. On the other hand, investing entirely
in the G Fund may not give you the returns you need to meet your
savings goal.

You need to be comfortable with the amount of risk you expect to
take. Your investment comfort zone should allow you to use a “buy
and hold” strategy so that you are not chasing market returns during
upswings, or fleeing from certain funds during downswings.

You can reduce your overall risk by diversifylng your account
among the different TSP funds. The five funds offer a broad range of
investment options, including government securities, bonds, and do-
mestic and foreign stocks, Generally, it's best not to put all your eggs
in one basket.

The amount of risk you can sustain depends upon your investment
time horizon. The more time you have before you need to withdraw
your account, the more risk you can take on. {This is because early
losses can be offset by later gains.) As your time horizon shortens, you
may need to modify your investment mix.

Periodically review your investment choices and your account
balance to make sure that the funds you chose are still appropriate for
your situation. If not, rebalance your account to get the allocation you
want.

For more information about TSP investment options, visit the Web

site, www.tsp.gov. You can get recent and historical rates of return, use
the calculators to estimate the effect of varicus rates of return on your
account balance, and read TSP Highlights articles about investing.

Remember, there is no guarantee that future rates of return will match
historical rates.
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Fund Information

Net Asseis
as of December 31, 2004
$58.8 biffion

2004 Administrative =
Expense Ratio
006% 16 bosts poinis)
$0.60 per $1,000
oceount balance

Asset Manager
Fedetal Refirement
Theilt Investment Board

; Refurns -

os of Deceimbar 31, 2004

- G Fund-Related

‘G Fund' - Securifies?
TYear 4.3 o A
5Year 5.0 5.0
10Year 57 58

| “Since | ;

Inceplion = 6.7 -2
Apil 1, 1987 : .

< YAkerexponies” ¥ Without deduions

Since inception

Inflation
$i69.72

e TH70¢

.

*

Key Features

The G Fund offers the opportunity to earn rates of interest similar to
those of long-term Government securities but without any risk of Joss
of principal and very little volatility of earnings.

The objective of the G Fund is to maintain & higher return than infla-
tiop without exposing the fund to risk of defauit or changes in market
prices,

The G Fund s invested in short-term U.S. Treasury securities specially
issued to the TSP. Payment of principal and interest is guaranteed by
the U.S. Government. Thus, there is no "credit risk.”

Earmings consist entirely of interest income on the securities.
Interest on G Fund securities has outpaced inflation and 9G-day T-bills.

Growth of $100

G Fund
§316.60

Percent Return

G Fund Returns*
1985-2004

80
70
60
50
40
30
20

10
ol LK I BE B RO ANENBAR o
1985 1989 1994 1999 2004

M G Fund-Related Securifies 8% G Fund

* For periods belors the incaption of the G Fund, the rate shown is the stolutty tole fwithout deduction
for adminisirolive expanses),
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G FunDp FacTs

By law, the G Fund must be invested in nonmarketable U.5. Treasuty securities specially issued to the TSP. The G Fund
investments are kept by electronic entries which do not involve any transaction costs to the TSP. The G Fund rate is set
once a month by the U.S. Treasury based on a statutorily prescribed formula (described below), and all G Fund invest-
ments earn that interest rate for the month. {The G Fund rate is also used in other Government programs, such as the
Social Security and Medicare trust funds and the Civil Service Retirement and Disability Fund.)

The Board invests the G Fund exclusively in short-term securities {with maturities ranging from | day to 4 days over
holiday weekends), but the securities earn a long-term interest rate. Because the Federal Retirement Thrift Investment
Board pursues ifs strategy of investing the G Fund in short-term securities, the value of G Fund securities does not
fluctuate; only the interest rate changes. Thus, when the monthly G Fund interest rate goes up, G Fund earnings accrue
faster; when the G Fund interest rate declines, G Fund earnings accrue more stowly.

Calculation of G Fund Rate—G Fund secutities earn a statutory interest rate equal to the average market yield on out-
standing marketable U 5. Treasury securities with 4 or more years to maturity. The G Fund rate is calculated by the U S,
Treasury as the weighted av-

erage yield of approximately G Fund Yleld AdVanOge

70 U.S. Treasury securities on
the last day of the previots January 1988-December 2004
month. The yield of each
security has aweight inthe

G Fund rate calculation based
on the market value of that 8%

G Fund Rate

security. {Market value is the
outstanding dotlar amount 6%
of the security measured at

its current market price. The 4%

larger the dollar amount of 3-Month T-Bill Rate

a security outstanding, the

. o 2%
larger its weight in the calcu-
{ation.) The Treasury securi-

i i ; 0%

tiesusedin the G Pungl rate Jan Jon Jon Jan Jon Jon Dec
calculation have a weighted 1988 1991 1994 1997 2000 2003 2004
average maturity of approxi-
mately 12 years. The annualized G Fund interest rute averaged 1.9 percentage points {187 basis points) more

than 3-month Tbill rates since Janvary 1988,

The G Fund Yield Advantage—The G Fund rate calculation described above, along with the Board's policy of investing
exclusively in short-term maturities, results in a long-term rate being eamed on short-term securities. Because long-
term interest rates are generally higher than short-term rates, G Fund securities usually earn a higher rate of retum than
do short-term marketable Treasury securities. In the chart above, the G Fund rate is compared with the rate of retur on
3-month marketable Treasury securities (T-bills). From January 1988 through December 2004, the G Fund rate was, on
average, |.9 percentage points higher per year than the 3-month T-bill rate

Page 2 TSPLFI4G
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Fund Information

Net Assefs
os of December 31, 2004
$10.1 bilfion
2004 Adminisirative
Expense Rdtio
05% {5 bosis poinis)
$0.50 per $1.000

account balonce

Number of Securities
3889

Averdge Duration
4.3 years

- Avérage Coupon Rate
5.25%

: Benctmcrk Index
tehimon Brothers LS. Aggregate
e ‘bond index
’ www. lehman,.com

© Asset tanager
Barcloys Globol investats

Returns
as of December 31, 2004
FFund'__ BAIndex?
CdiYear 43 43
o 8Yeor 77 77
10 Year - 7.7 7.7
“'Since N .
Jnception 7.7 - LN
Jon. 29, 1988 -

Tafter depenses 2 Without dedvitions

Growih of $100

Since Incoption

C a0 F Fund
$353.64

inflation’ .
§$164.90

204
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Key Features

» The F Fund offers the opportunity to earn rates of return that exceed
those of money market funds over the long term (particularly during
periods of declining interest rates), with relatively low risk.

* The objective of the F Fund is to match the performance of the Leh-
man Brothers U.S. Aggregate {LBA) index, a broad index representing
the U.S, bond market.

* The risk of nonpayment of interest or principal {credit risk) is relatively
low because the fund includes only investment-grade securities and is
broadly diversified. However, the F Fund has market risk {the risk that
the value of the underlying securities will decline) and prepayment risk
{the risk that the security will be repaid before it matures).

* Earnings consist of interest income on the securities and gains (or
losses) in the value of securities resulting from changing market
interest rates,

F Fund Returns*

1985-2004
80
CéO
3
540
S
£
SN I T T T T

1985 1989 1994 1999 2004

I 1BA Index B F Fund

*Fot pariods befora tha inception of tha ¥ Fund, the rato shown is he tslurn of the 1BA index wihont
doducion for monagemen! feos, lioding costs, ond cdminisialive axponses).
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F FuND FACTS

By law, the F Fund must be invested in fixed-income securities. The Federal Retirement Thrift Investment Board has cho-
sen to invest the F Fund in an index fund that tracks the Lehman Brothers U.S. Aggregate (IL.BA) index, a broadly diversi-
fied index of the U.S. bond market,

The LBA index consists of high quality fixed-income securities with maturities of more than one year. The index represents
the U.S. Government, mortgage-backed securities, corporate, and foreign government sectors of the U.S. bond market.
On December 31, 2004, the LBA

index included 5,836 notes and

bonds. The average LBA index LBA In dex
coupon rate was 5.24%, which Bond Market Sectors
means that, on an annual basis, December 31 , 2004

interest income equatled approxi-
mately 5.24% of the face value of
the securities in the LBA index. Total index
The average duration of the LBA
index was 4.3 years, which means
thata 1% increase (decrease} in
interest rates could be expected
to resultin a 4.3% decrease (in-
crease) in the price of the security.
New issues are added continu~

3. Goveramont Foraign Goveromont
36% 4%

Corporata
22%

MarigageBacked
38%

ously to the LBA index, and older Mortgage-Backed U.5. Government
issues drop out as they reach ' crBs Agoney
340 8% 3%

maturity.
Gﬁg/\
Barclays U.S. Debt Index

Fund—The F Fund is invested
in the Barclays U.S. Debt Index Corperate Foreign Government
Fund, Because the LBA index Foreign B hiclerel Londing
contains such a farge number of %
securities, it is not feasible for the
Barclays U.S. Debt index Fund to
invest in each security in the in-
dex. Instead, Barclays selects
arepresentative sample of the
various types of mortgage-
backed, U.S. Government, corporate, and foreign government securities included in the overall index. Within each sector,
Barclays selects securities that, as a whole, are designed to match important index characteristics such as duration. yield,
and credit rating. The performance of the U.S. Debt Index Fund is evaluated on the basis of how closely its returns match
those of the LBA index.

3 fovoign Locol
Guoveroment

‘The ' Fund invests in the Barclays U.S. Debt Index Fund by purchasing shares of the Barclays U.S. Debt Index Fund “E,”
which in turn holds shares of the Barclays U.S. Debt Index Master Fund. As of December 31, 2004, F Fund holdings consti-
tuted $9.7 billion of the U.S. Debt Index Master Fund, which itself held $26.3 billion in securities.

Page 2 TSPLFI4F
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_ Fund Information Key Features

Net Assets'v : . * The C Fund offers the opportunity to earn a potentially high invest-
as of December 31,2004 7 "o ment retumn over the long term from a broadly diversified portfolia of

©:$65.7 billion stocks of large and medium-size U.S. companies.

¢ The objective of the C Fund is to match the performance of the S&P

S 20%1 Aggrg;’;igﬁve 500 index, a broad market index made up of stocks of 500 large to
OG%ID(Z basts ;Soihts) = : medium-size U.S. companies.
$0.60 par $1,000 : * There is a risk of Joss if the S&P 500 index dedlines in response to
- account bolance e changes in overall economic conditions {market risk).

* Earnings consist of gains and losses in the prices of stocks, and

Benchmark Index. dividend income,

-Standard & Poor’s 500
s stoek index

ws)vw.stnndardqndp'odrs.com ; C FU nd Refu ms *
: FE : 1985-2004

- “Asset Manager

: % 4 80
Baiclays Global lvesiors
s : = 60
S : 5
L 2
K iy 40
~ Returns <
/oy of December 31,2004 1. g 30 i i ! E E i
e ! : g I
8 1 | I
: C Fund" Q w i § l I
20
1985 1989 1994 1999 2004

T 525 500 index B8 Ccrond

* Sor perfods befors lhe inception of the C Fund, the rate shawn i the return of the S&P 500 index
{without deduciion for monagement feas, roding costs, ar adminisiolive exponses].

S&P 500 Top Ten

Hhcepti
Jori 29,1988

Afier oxpinies -2

STy R il Cln Company Percent of index
i : 3 AN General Electric 3.42
Growth of $]OO : Excxon Mobil Corporation 293
: Since lncepiion’ Micrasoft Corporation 2.57
B Citigroup, Inc. 222
B Wal-Mart Steres, Inc. 1.98
! Plizer, inc. 1.79
! Bank of America Corporation 1.68
Johnson & Johnson 1.67
American Infernational Group 1.52
Internationol Business Machines 1.45
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C FunD FACTS

By law. the C Fund must be invested in a portfolio designed to replicate the performance of an index that includes stocks
representing the U.S. stock market. The Federal Retirement Thrift investment Board has chosen as its benchmark the S&EP
500 index, which tracks the performance of major U.S. companies and industries.

The S&P 500 index is an index of 500 large to medium-size U.S. companies that are traded in the U.S. stock markets. The
index was designed by Standard & Poot’s Corporation (S&P) to provide a representative measure of U.S. stock market
performance. As of December 31, 2004, 493 common stocks and 7 real estate investment trusts (REITs) were included in
the index. (REITs accounted for
0.6 percent of the index’s market
value) The companies in the S&P 500 lndex
index represented 113 separate Maijor Industry Groups
industries classified into the 10 December 31, 2004
major industry groups shown
in the chart. The S&P 500 index
made up 78% of the market value D?Oﬂsyfw

iscretionary
of the U.8. stock markets. Industrils 12%

12%

The S&EP 500 is considered a
“big company” index, As of
December 31, 2004, the largest Stoples
100 companies inthe S&P 500 10%
represented 66% of the index’s

market value. Currently, the S&P

500 index is weighted by full mar- Energy 7%
ket capitalization. A company’s
welghting in the index is the total
market value of the company Uilities 3% €@
{that is, the share price multiplied Materiats 3%
by the total number of shares Financigls
outstanding) as a percentage of 21%
the combined market value of all
companies in the index. During
2005. the S&P 500 index will move to a float-adjusted market capitalization, in which a company’s market value and its
weighting in the index are calculated using the number of shares that are freely traded, rather than all outstanding shares.
Shares that are not freely traded, such as the holdings of controlling shareholders and their families, company manage-
ment, and other companies, are excluded from the calculation.

Heoith Care
13%

Information

Telecom Services 3%
Technology
16%

Barclays Equity Index Fund—~The C Fund is invested in the Barclays Equity Index Fund. The C Fund holds all the stocks
included in the S&P 500 index in virtually the same weights that they have in the index. The performance of the Equity
Index Fund is evaluated on the basis of how closely its returns match those of the S&P 500 index. A portion of Equity In-
dex Fund assets is reserved to meet the needs of daily client activity This liquidity reserve is invested In S&P 500 index
futures contracts

The C Fund invests in the Barclays Equity Index Fund by purchasing shares of the Barclays Equity Index Fund "E,” which

inturn holds primasily shares of the Barclays Equity Index Master Fund. As of December 31, 2004, C Fund holdings consti-
tuted $63.2 billion of the Equity Index Master Fund, which itself held $124.0 billion of securities.

Page 2 TSPLFI4C
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Fund Informdtion

- Net Assets
as of Decerber 31, 2004
$10.0billion

2004 Administiative
. Expense Rdtio
06% {6 bosis points) -
$0.60 per $1,000

occount balahce

-Benchmark index

Wikshire 4500 Complefion
stock index -

wiww.wilshire.com or
www.djiridexes.com

Asset Manager
Barclays Globat Investors

' Return

S
as of December 31, 2004
W 4500
$ Fund'. Index?
1 Year: ~ 18.0 181
CSYear " N/A 13
10Yeor  N/A 119
Since
Incepfion 8.5 8.8
oy 1,2001
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Key Features
* The S Fund offers the opportunity to earn a potentially high invest-

ment return over the long term by investing in the stocks of small and
medium-size U.S. companies.

.

The abjective of the S Fund is to match the performance of the Dow
Jones Wilshire 4500 Cornpletion {DJW 4500) index, a broad market in-
dex made up of stocks of U.S. companies not included in the S&P 500
index.

.

There is a risk of loss if the DIW 4500 index declines in response to
changes in overall economic conditions (market risk).

Eamings consist of gains and losses in the prices of stocks, and divi-
dend income.

S Fund Returns*
19852004

80

60

40

Percent Return

20 085 1989 1994 1999 2004
I Witshire 4500 Index § Fund

* For fcriods beiore the incapiion of the $ Fund, the rote shown iz the retum of the DIWAS00indsx
{without deduction for management fees, trading costs, or administalive expenses).

Alior expensei 2 Withol Horts

Growth of

Siaca Incaption

$100

Inflation <
$107.57

5763

12704

DIW 4500 Top Ten

Company Percent of Index
Berkshire Hathaway, Inc. (Class A stock) 3.08
Liberty Media Corporation [Class A stock] 097
Genentech, Inc. o 0.86
The DIRECTV Group, inc. 0.52
1AC InterAcliveCorp 0.47
Juniper Networks, Inc, 0.46
Amazon.com, Inc. 0.44
Sirivs Satellite Radio, Inc. 033
Kralt Foods, Inc, (Class A stock} 0.31
Vornado Reolty Trust .30

3/05
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S FuND FACTS

By law, the S Fund must be invested in a portfolio designed to replicate the performance of an index of U S. common stocks,
excluding those that are held in the C Fund. The Federal Retirement Thrift Investment Board has chosen, as its benchmark,
the Dow Jones Wilshire 4500 Completion index, which tracks the performance of the actively traded non-S&P 500 stocks in
the U.S. stock market.

The Dow Jones Wilshire 4500 Completion index (DJW 4500 index) is an index of all actively traded U.S. common stocks
and real estate investment trusts (REITs) that are not included in the S&P 500 index. The index is designed to be the broad-
est measure of the non-S&P 500 domestic stock markets. As of December 31, 2004, the index included 4,493 common stocks
and 223 REITs. (REITs accounted for 7.8% of the index's market value ) The DJW 4500 index made up 22% of the matket value
ofthe U.S. stock markets; the S&P 500 accounted for the other 78%. Thus, the S Fund and the C Fund combined cover virtu-
ally the entire U.S. stock market.

The DIW 4500 index is weighted by D.JW 45 00 lnd ex

float-adjusted market capitaliza- Ma]or )ndusfry Groups
tion, in which a company's market
value and its weighting in the index December 31 ,2004

are calculated using the number
of shares that are freely traded.
rather than all outstanding shares.
Shares that are not freely traded,
such as the holdings of controlling
shareholders and their families,
company management, and other
companies, are excluded from the Utilities 4%

Heolth Care
12%

calculation, A company’s weight- Consumer Staples 3%
ing in the index is the float-adjust- Telecom Services 1% Information
ed market value of the company ° Teci}r;/logy

{that is, the share price multiplied
by the number of freely traded
shares outstanding) as a percent-
age of the combined float-adjusted
market value of all companies
inthe index. As of Decemnber 31,
2004, the largest 100 cornpanies

in the DJW 4500 index represented
24% of the index's market value.

Consumer
Discrefionary
19%

Barclays Extended Market Index Fund—The § Fund is invested in the Barclays Extended Market index Fund. The Diw
4500 index contains a large number of stocks, including illiquid stocks with low trading volume and stocks with prices less
than $1.00 per share. Therefore, it is not practical for the Barclays Extended Market Index Fund to invest in every stock in the
index. The Barclays fund holds the stocks of most of the companies in the index with market values greater than $1 billion.
However, a mathematical sampling technique is used to select among the smaller stocks. Barclays’ mathematical model
considers size and industry group to match the industry weights in the index, Within each industry group, Barclays selects
stocks that, together, are expected to produce a return that is very close to the industry's return in the DIW 4500 index. The
performance of the Extended Market Index Fund is evaluated on the basis of how closely its returns match those of the DIW
4500 index. A portion of Extended Market Index Fund assets is reserved to meet the needs of dally client activity. This liquid-
ity reserve is invested in futures contracts of the S&P 400 and Russell 2000 {other broad equity indexes})

The 8 Fund invests in the Barclays Extended Market Index Fund by purchasing shares of the Barclays Extended Market index

Fund "E.” which in turn holds primarily shares of the Barclays Extended Market Index Master Fund. As of December 31, 2004,
8 Fund holdings constituted $9.6 billion of the Extended Market Index Master Fund, which itself held S14.8 billion in securities.

Page 2 TSPLEI4S
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Key Features

The | Fund offers the opportunity to earn a potentially high investment
return over the long term by investing in the stocks of companies in
developed countries outside the U.S.

The objective of the | Fund is to match the performance of the Morgan
Stanley Capital International EAFE (Europe, Australasia, Far East)
index, a broad international market index, made up of stocks of com-
panies in 21 developed countries.

There is a risk of loss if the EAFE index declines in response to changes
in overall economic conditions {market risk) or in response to in-
creases in the value of the U.5. dollar {currency risk).

Earnings consist of gains and losses in the prices of stocks, currency
changes relative to the U.S. dollar. and dividend income.

EAFE thdex?.

| Fund Returns*
1985-2004

Percent Return

1989
T 4 FE index

1994 1999
5 1 Fund

*fox gesiods before the incepiion of the ! Fund, the rofe shown is the return of the EAFE index fwihous

2004

wih 5ff$y‘1oo7

deducion for 3, irading <costs, or
EAFE Top Ten

Company Percent of Index
8P 2.36
HSBC Holdings {GB} 2.08
Vodafone Group 2.00
GloxaSmithKline 1.54
Total 143
Novartis 1.34
Royal Dutch Petroleum Company 1.34
Toyeta Molor Corporation 1.31
Nestlé 1.18
Royal Bank of Scotiand 118

3/05
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| FUND FACTS

By law, the | Fund must be invested in a portfolio designed to track the performance of an index of common stocks, repre-
senting international stock matkets outside of the United States, The Federal Retirement Thrift investment Board has chosen as
its benchmark the Margan Stanley Capital international EAFE {Europe, Australasia, Far East) index, which tracks the overall
performance of the major companies and industries in the European, Australian, and Asian stock markets.

A significant component of the returns on the EAFE index (and the | Fund) results from changes in the value of the U.5. dollar
relative to the currencies of the countries represented in the index. For example, the EAFE index earned 20.2% in 2004, but
part of that return reflected a decline in the value of the

U.S. dollar (which increased the return). if the value of the
dollar had been unchanged during 2004, the return would EAF E l n d ex
have been 127%. Country Composition
‘The EAFE index, designed by Morgan Stanley Capital December 31, 2004
International {MSCI), is an index of the equity markets Percent of Total Number of
of the developed world outside of the United States and Country Value of Index Companies
Canada. It is the most widely used international stock Forams
index. As of December 31, 2004, the index covered the A:W;c 0.4 13
equity markets of 21 countries, as shown in the table. Belgium 1.3 21
Lo . Denmark 08 20
The companies in the EAFE index are large companies. finland 1.4 19
The index is weighted by float-adjusted market capitaliza- France 9.4 37
tion, in which a company's market value and its weighting Germany 7.0 47
in the index are calculated using the number of shares Greece 06 20
e lreland 0.9 15
that are freely traded, rather than all outstanding shares. faly 43 o
Shares that are not freely traded, such as the holdings Netherlonds 48 2%
of controlling shareholders and their families, company Norway 0.6 14
management, and other companies, are excluded from Portugal 04 10
the calculation. Also excluded are shares subject 1o for- gP“';‘ ‘2‘; iz
eign ownership limitations imposed by governmeits or ngz::;cnd o8 35
companies. Within each country. 2 company’s weighting United Kingdom 250 152
is the oat-adjusted market value of the company {that is, Europe 703 566
the share price multiplied by the number of freely traded ~ Australasia/Far East
shares outstanding) as a percentage of the combined Q“s‘m"é“ ?; 71
float-adjusted market value of all companies in the index. }0‘;’;9“ ong 1% Gii
Similarly, a country's welghting in the EAFE index is the New Zesland 0.9 16
float-adjusted market value of its stock market as a per- Singa, 0.8 35
centage of the combined float-adjusted market value of al} Auvstrafasias/For East 297 504
stock markets included inthe EAFE index. Total EAFE index 100% 1070

Barclays EAFE Index Fund-—The Barclays fund holds ~ Source: Morgan Stanley Capitol Internationol
common stocks of all the companies represented in the
EAFE index in virtually the same weights that they have
in the index. The return on the Barclays fund {and on the | Fund) will differ from that of the EAFE index on days when Barclays
makes a “fair valuation” adjustment to reprice the securities held by the fund. Fair valuation adjustinents are made on days
when there are large movements in either U.S. equity markets or exchange rates after the foreign markets have closed, Fair
valuation prevents traders from “market timing” by making investment decisions based on "stale” prices, thus diluting the re-
turns of other TSP participants who invest in the | Fund.

The performance of the EAFE index fund is evaluated on the basis of how closely its returns match those of the EAFE index,
without the effect of fair valuation. A portion of EAFE Index Fund assets is reserved to meet the needs of daily client activity.
This liquidity reserve is invested in futures contracts on the loca! stock indexes of the countries in the EAFE index. These in-
clude the United Kingdom's FTSE 100, Germany’s DAX, France's CAC 40, Australia’s ALL ORDS, lapan’s Nikkei 300. and Hong
Kong's Hang Seng.

The ] Fund invests in the Barclays EAFE Index Fund by purchasing shares of the Barclays EAFE Index Fune “E.” which in turn
holds primarily shares of the Barclays EAFE index Master Fund. As of December 31, 2004, | Fund holdings constituted $7.0 bil-
tion of the EAFE Index Master Fund, which itself held $42.5 billion of securities.

Page 2 TSPLFL4I
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Attachment C

2004 investment Fund Cash Flows
{Total Number of Trading Days: 249}

F Fund C Fund 8 Fund { Fund

$54,069,361  $119,987,200  $137,507,052  $112,921,166
($59,690,863) ($113,570,827) ($102,063,650)  ($55,052,105)

Net Contribution/{Redemption} in 2004 ($746,796,146) $2,789,621,472 $2,773,162,407 $3.939,336.454
Average Amount Traded (absolute value) $9,614,27% $30,059,995 $19,721,103 $19,560,452
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Attachment D

Deloitte.

INDEPENDENT AUDITORS' REPORT

To the Board Members and the Executive Director
Federal Retirement Thrift Investment Board

We have audited the accompanying statements of net assets available for benefits of the Thrift
Savings Fund {the "Fund”) as of December 31, 2004 and 2003, and the related statements of
changes in net assets available for benefits for the years then ended. These financial
statements are the responsibility of the Federal Retirement Thrift Investment Board. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit o obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Fund's internal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, such financial statements present fairly, in all material respects, the net assets
available for benefits of the Fund as of December 31, 2004 and 2003, and the changes in net
assets available for benefits for the years then ended in conformity with accounting principles
generally accepted in the United States of America.

Debitt 4 Toiche c0r

McLean, Virginia
March 4, 2005
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THRIFT SAVINGS FUND

STATEMENTS OF NET ASSETS AVAILABLE FOR BENEFITS
AS OF DECEMBER 31, 2004 AND 2003
- {In thousands)

2004 2003
ASSETS:
Investments, at fair value:
U.8. Government Securities Investment Fund $ 56,670,880 $ 51,121,034
Barclays U.S. Debt Index Fund 9,732,943 10,071,287
Barclays Equity Index Fund 63,218,611 54,303,506
Barclays Extended Market Index Fund 9,644,143 5,622,444
Barclays EAFE Index Fund 7,021,069 2,211,875
Participant loans 5,105,715 5,130,170
Total investments 151,393,361 128,460,316
Receivables:
Employer contributions 166,045 151,497
Participant contributions 507,034 446,574
Total receivables 673,079 598,071
Fixed assets:
Furniture, equipment, and leasehold improvements,
net of accumulated depreciation and amortization
of §7,342 in 2004 and $6,093 in 2003 4,533 358
Data processing software, net of accumulated
amortization of $17,577 in 2004 and $12,528 in 2003 37,306 39,357
Total fixed assets 41,839 39,715
Other assets 5,460 11,236
Total assets 152,113,739 129,109,338
LIABILITIES:
Accounts payable 22,148 29,372
Accrued payroll and benefits 921 1,194
Benefits and participant loans payable 40,941 54,181
Deferred rent and lease credits 217 121
Due for securities purchased 35,757 94,348
Total liabilities 99,984 179,216
FUNDS RESTRICTED FOR THE PURCHASE OF
FIDUCIARY INSURANCE (4,829) (4,978)
NET ASSETS AVAILABLE FOR BENEFITS 3 152,008,926 $128,925,144

See notes to financial statements.
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THRIFT SAVINGS FUND

STATEMENTS OF CHANGES IN NET ASSETS AVAILABLE FOR BENEFITS
YEARS ENDED DECEMBER 31, 2004 AND 2003
{in thousands)

2004 2003
ADDITIONS:
Investment income (loss):
U.S. Government Securities Investment Fund $ 2,346,104 $ 2,074,004
Net appreciation (depreciation) in fair value
of Barclays funds:
Barclays U.S. Debt Index Fund 408,397 455,956
Barclays Equity Index Fund 6,115,843 11,316,657
Barclays Extended Market Index Fund 1,249,934 914,990
Barclays EAFE Index Fund 870,403 358,102
Interest income on participant loans 237,684 222,422
Asset Manager rebates 1,778 1,616
Less investment expenses (4,503) (3,708)
Net investment income (loss) 11,225,640 15,340,039
Contributions:
Participant 11,980,077 10,366,123
Employer 4,238,199 3,887,260
Total contributions 16,218,276 14,253,383
Total additions 27,443,916 29,593,422
DEDUCTIONS:
Benefits paid to participants 4,110,891 2,774,685
Administrative expenses 91,896 75,038
Participant loans declared taxable distributions 157,496 130,559
Total deductions 4,360,283 2,980,282
CHANGE IN FUNDS RESTRICTED FOR THE
PURCHASE OF FIDUCIARY INSURANCE 149 375
Net increase 23,083,782 26,613,515
NET ASSETS AVAILABLE FOR BENEFITS:
Beginning of year 128,925,144 102,311,629
End of year $152,008,926 $128,925,144

See notes to financial statements,
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THRIFT SAVINGS FUND

NOTES TO FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2004 AND 2003

PLAN DESCRIPTION

The following deseription is provided for general information purposes. Participants should refer to the
Summary of the Thrift Savings Plan for Federal Employees or the Summary of the Thrift Savings Plan
Jor the Uniformed Services and applicable legislation for more complete information.

General—The Thrift Savings Plan (the “Plan”) is a retirement savings and investment plan for Federal
employees and members of the uniformed services. It was authorized by the United States Congress in
the Federal Employees® Retirement System Act of 1986 (“FERSA™). The Plan provides Federal
employees and members of the uniformed services with a savings and tax benefit similar to what many
private corporations offer their employees, The Plan was primarily designed to be a key part of the
retirement package (along with a basic annuity benefit and Social Security) for employees who are
covered by the Federal Employees’ Retirement System (“FERS").

The Plan is administered by an independent Government agency, the Federal Retirement Thrift
Investment Board (the “Agency”), which is charged with operating the Plan prudently and solely in the
interest of the participants and their beneficiaries, Assets of the Plan are maintained in the Thrift
Savings Fund (the “Fund”),

Federal employees who are participants of FERS, the Civil Service Retirement System (“CSRS™), or
equivalent retirement plans, as provided by statute, and metmbers of the uniformed services, are eligible
to join the Plan immediately upon being hired. Generally, FERS employees are those employees hired
on or after January 1, 1984, while CSRS employees are employees hired before January 1, 1984, who
have not elected to convert to FERS, Each group has different rules that govern contribution rates. As
of December 31, 2004, there were approximately 3.4 million participants in the Plan, with
approximately 2.5 million contributing their own money.

Contributions—The Plan is a defined contribution plan and, as such, specifies how much an employee
may contribute and how much the employing agency must contribute to each FERS employee’s
account. In 2004 and 2003, FERS employees could contribute up to 14 percent and 13 percent,
respectively, of their basic pay each pay period, on a tax-deferred basis, and were entitled to receive
agency matching contributions on the first § percent, according to a formula prescribed by FERSA

(5 U.8.C. § 8432(c)). In 2004 and 2003, CSRS employees and members of the uniformed services
could contribute up to 9 percent and 8 percent, respectively, of their basic pay each pay period, on a
tax-deferred basis. Uniformed services members may also contribute up to 100% of designated special
pay, incentive pay, and bonuses. The Federal Government or Uniformed Services does not match any
of this amount, For FERS employees, their employing agencies also contribute an agency automatic
contribution equal to | percent of each employee’s basic pay each pay period, as defined in FERSA

(5 U.8.C. § 8401(4)).

In accordance with the Internal Revenue Code, no participant could contribute more than $13,000 and
$12,000 in 2004 and 2003, respectively. This limit will increase to $14,000 in 2005, Participants age 50
and older, who are already contributing the maximum amount of contributions for which they are
eligible, may make supplemental tax-deferred catch-up contributions (up to $2,000 in 2003, $3,000 in
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2004 and $4,000 in 2005) from their basic pay. Participants may also transfer funds from traditional
individual retirement accounts (“IRAs”) or other eligible employer plans into the Plan.

Investments—Pursuant to FERSA (5 U.S.C. § 8438), Plan participants are offered five investment
funds: the Government Securities Investment Fund (“G Fund”), the Fixed Income Investment Fund
(“F Fund”), the Common Stock Index Investment Fund (*C Fund”), the Small Capitalization Stock
Index Investment Fund (“S Fund”), and the International Stock Index Investment Fund (*I Fund”).
Participants may allocate any portion of their contributions among the five investment funds. Also,
participants may reallocate their entire account balance among the five investment funds through the
interfund transfer process. Participants can make an interfund transfer daily, without an annual limit,

The Agency has contracted with Barclays Global Investors (“Barclays”) to manage the index funds in
which the F, C, 8, and ] Fund assets are invested.

Vesting—Plan participants are immediately vested in all of their own contributions and attributable
earnings. Participants are also immediately vested in any agency matching contributions made to their
accounts and attributable earnings. In order to be vested in the agency automatic (1%) contributions, a
FERS employee must have either 2 or 3 years of service as described in section 8432(g) of FERSA.
FERS employees who are not vested and who separate from the Federal Government forfeit all agency
automatic contributions and attributable earnings. Forfeited funds, consisting primarily of monies
forfeited pursuant to 8432(g), totaled $10,822,000 in 2004 and $7,824,000 in 2003, and, by law, are
used by the Fund to pay accrued administrative expenses. If the forfeited funds are not sufficient to
meet all administrative expenses, earnings on investments are then charged.

Participant Accounts—Individual accounts are maintained for each Plan participant. Each participant’s
account is credited with the participant’s contribution, agency automatic and matching contributions,
and charged with withdrawals. The value of the participant’s account reflects the number of shares and
the daily share prices of the funds in which the participant is invested. Administrative expenses are a
component of the share price calculation. The benefit to which a participant is entitled is the benefit that
can be provided from the participant’s vested account.

Beginning July 1, 2004, the Agency began providing toll-free telephone service to participants and
beneficiaries. The toll-free service provides account or transaction information via the ThriftLine’s
automated telephone service 24 hours a day, 7 days a week. Participant service representatives can be
reached through this service at one of the two Plan call centers between the expanded hours of 7:00 am
and 9:00 pm Eastern time, Monday through Friday.

Participant Loans-~Participants may apply for loans from their accounts. There are two types of Plan
loans: general purpose and residential. General purpose loans can be obtained for any purpose, with a
repayment period from 1 to 5 years. Residential loans can be obtained for the purpose of purchasing a
primary residence, with a repayment period from 1 to 15 years. Participant loans may only be taken
from participant contributions and attributable earnings. The minimum loan amount is $1,000.

The interest rate for Joans is the G Fund rate at the time the Joan agreement is issued by the Agency’s
record keeper. The rate is fixed at this level for the life of each loan. Participant loans are valued at their
unpaid balances, which approximate fair value. Interest carned on loans is allocated to the participant
account upon repayment.

By regulation, the Agency must identify each calendar quarter any participant loan that is in default.
The participant then has until the end of the following calendar quarter to pay the overdue amount, 1f
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not paid, a taxable distribution of the unpaid loan balance, plus accrued interest, will be declared.
Participants should refer to the booklet titled TSP Loans for more information.

Payment of Benefits—After leaving service, participants may elect benefit withdrawals in the form of 2
partial withdrawal or a full withdrawal as a single payment, a series of payments, or a life annuity.
Participants may choose to combine any two, or all three, of the available full withdrawal options.
Participants should refer to the booklet titled Withdrawing Your TSP Account After Leaving Federal
Service for more complete information,

Participants should refer to the booklet, TSP In-Service Withdrawals, for information on withdrawal
options while employed in Federal service.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting—The accompanying financial statements have been prepared in accordance with

accounting principles generally accepted in the United States of America. Revenue is recognized when
earned and expenses are recognized when incurred. Benefits and participant loans payable are recorded
when disbursed from participants’ accounts.

Investments—All investments are stated at fair value, based upon the quoted market values of the
underlying securities at year-end, The Agency invests in (or redeems from) the Fund’s investrent funds
on a daily basis. Purchases and sales of securities are recorded on a trade-date basis.

During the years ended December 31, 2004 and 2003, the Fund’s investment funds consisted of the
following (objectives of the investment funds are described in the booklet Guide to TSP Investments):

The G Fund was invested in short-term nonmarketable U.S, Treasury securities specially issued to the
Fund. All investments in the G Fund earned intcrest at a rate that is equal, by law, to the average of
market rates of return on outstanding U.S. Treasury marketable securities with 4 or more years to
maturity.

The F Fund was invested primarily in the Barclays U.S. Debt Index Fund “E”, which in turn holds
shares of the Barclays U.S. Debt Index Master Fund. Both the U.S. Debt Index Fund “E” and the
Master Fund are passively managed commingled funds that track the Lehman Brothers U.S. Aggregate
Bond Index.

As of December 31, 2004, the Barclays U.S. Debt Index Master Fund contained approximately

38 percent mortgage-backed securities, 22 percent investment-grade corporate securities (U.S. and non-
U.8.), 25 percent U.S. Treasury securities, 11 percent Federal agency securities, and 4 percent foreign
government securities (dollar-denominated securities traded in the U.S, that are issued by foreign or
international entities (sovereigns, multilateral lending institutions, foreign agengcies, and foreign local
govermnments)). The mortgage-backed sector contains securities guaranteed by the Government National
Mortgage Association, Fannie Mae, and Freddie Mac, as well as commercial mortgaged-backed
securities.

As of December 31, 2004, the Barclays U.S. Debt Index Master Fund held 3,889 securities totaling
$26.3 billion, with a weighted average life of 6.29 years, The U.S. Debt Index Fund “E” held shares of
the Master Fund totaling $11.0 billion, and the F Fund holdings constituted $9.7 billion of the
December 31, 2004, value of the “E” Fund.
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The C Fund was invested primarily in the Barclays Equity Index Fund “E”, which in turn holds shares
of the Barclays Equity Index Master Fund, plus a liquidity reserve that is invested in futures contracts,
Both the Equity Index Fund “E” and the Master Fund are passively managed commingled funds that
track the S&P 500 Index.

The Equity Index Master Fund holds stocks of all the companies represented in the S&P 500 index in
virtually the same weights as they are represented in the S&P 500 index. As of December 31, 2004, the
Barclays Equity Index Master Fund held $124.0 billion of securities. The Barclays Equity Index Fund
“E” held shares of the Master Fund totaling $82.6 billion, and the C Fund holdings constituted

$63.2 billion of the December 31, 2004, value of the “E” Fund.

The § Fund was invested primarily in the Barclays Extended Market Index Fund “E”, which in turn
holds shares of the Barclays Extended Market Master Fund, plus a liquidity reserve that is invested in
futures contracts. Both the Barclays Extended Market Index Fund “E” and the Master Fund are
passively managed commingled funds that track the Wilshire 4500 index by holding most of the stocks
with larger capitalizations in virtually the same weights as they are represented in the index, and by
holding a representative sample of the remaining stocks in the index.

As of December 31, 2004, the Barclays Extended Market Index Master Fund held $14.8 billion of
securities. The Barclays Extended Market Index Fund “E” held shares of the Master Fund totaling
$11.0 billion, and the S Fund holdings constituted $9.6 billion of the December 31, 2004, value of the
“E” Fund.

The 1 Fund was invested primarily in the Barclays EAFE (Europe, Australasia, Far East) Index Fund
“E”, which in turn holds shares of the Barclays EAFE Index Master Fund, plus a liquidity reserve that
is invested in futures contracts. Both the Barclays EAFE Index Fund “E” and the Master Fund are
passively managed commingled funds that track the Morgan Stanley Capital International EAFE Index.
The Barclays EAFE Index Master Fund holds stocks of all the companies represented in the EAFE
index in virtually the same weights as they are represented in the index.

As of December 31, 2004, the Barclays EAFE Index Master Fund held $42.5 billion of securities. The
Barclays EAFE Index Fund “E” held shares of the Master Fund totaling $6.9 billion, and the I Fund
holdings constituted $7.0 billion of the December 31, 2004, value of the “E” Fund.

The F Fund, C Fund, § Fund, and I Fund include temporaty investments in the same securities held by
the G Fund pending purchase of shares in their respective index funds and to cover liquidity needs, such
as loans and withdrawals from the Fund.

Fixed Assets—All fixed assets were recorded at historical cost. Assets with a useful life in excess of
1 year and a cost greater than $100,000 are capitalized and expensed over their useful life using the
straight-line method. The estimated useful lives are as follows:

Furniture and equipment 3 to 10 years
Leasehold improvements 10 years
Data processing software 3 to 10 years

Earnings Atlocation—Beginning in June 2003, net earnings are used to calculate the daily share price
of each investment fund as defined in regulations issued by the Agency (5 CFR Part 1645). Prior to
June 2003, net eamings were allocated to participant accounts monthly.
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Contributions Receivable—Contributions receivable are estimated as the amount of contributions
recorded through the first 2 weeks of the month following the date of the financial statements and
represent both participant and employer portions of contributions.

Estimates—The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions that
affect the reported amounts of net assets available for benefits and changes therein. Actual results could
differ from those estimates.

INCOME TAX STATUS

FERSA (5 U.S.C. § 8440(a)(1)) states that the Plan shall be treated as a trust as described in section
401(a) of the Interna] Revenue Code (“Code™), which is exempt from taxation under section 501(a) of
the Code. This status was reaffirmed in the Tax Reform Act of 1986, Section 1147 (codified at LR.C.
§ 7701(j)). It is not necessary for the Plan to apply for a tax status determination letter since it is
qualified by statute.

COMMITMENTS AND CONTINGENCIES

The Agency has entered into Interagency Agreements with the Department of Agriculture’s National
Finance Center (“NFC”). Under the agreements, the NFC performs detailed record keeping of
participant account balances (operations) and maintains a service office which responds to telephone
and written inquiries from participants. These agreements may be canceled by the Agency with 3
months’ notice or by the Department of Agriculture with 1 year’s notice. The NFC’s fees for fiscal year
2005 are estimated to be $30,378,000.

The Agency has entered into a contract with SI International to continue to perform TSP software
maintenance and development, systems operations, and record-keeping support. The annual cost of this
service is approximately $18 million,

On March 8, 2004, the Agency contracted with Spherix, Incorporated of Beltsville, Maryland, to
provide parallel call center support services to participants. The new call center supplements services
provided by NFC. The two call centers complement each other during normal operations and back up
each other during weather-related or other local events which could otherwise interrupt service. The
term of the contract is one year, with four one-year options renewable at the Agency’s discretion. The
contract value for fiscal year 2005 is approximately $2.5 million.

The Agency leases the office space it occupies in Washington, D.C., under an operating lease, The
operating lease ends in 2012, with an option to extend for two S-year periods. Monthly base rental
payments under the lease range from approximately $106,000 to $127,000. Rent expense is recorded on
a straight-line basis over the lease term.
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Future minimum lease commitments under the operating lease are as follows:

CY 2005 $ 1,321,679
CY 2006 1,348,236
CY 2007 1,375,267
CY 2008 1,402,772
CY 2009 1,430,752
Thereafter 4,466,298

$11,345,004

FIDUCIARY INSURANCE

FERSA (5 U.S.C. § 8479(b)(1)) provides that the Exccutive Director may assess Federal agencies for
the purpose of buying fiduciary insurance. The Agency’s Executive Director exercised this authority in
1987 and required agencies to submit an amount equal to 1 percent of their agency automatic
contributions. Such sums were collected during 1987 and 1988 and are invested to the extent not
currently required to purchase fiduciary insurance. In February 1988, the Executive Director instructed
agencies to discontinue the 1 percent fiduciary insurance contributions. The balance of funds available
for the purchase of fiduciary insurance as of December 31, 2004 and 2003, were $4,829,000 and
$4,978,000, respectively, which have been invested in the same securities held by the G Fund and
included in total investments on the accompanying statements of net assets available for benefits, with a
corresponding reduction in the net assets available for benefits. Such amounts cannot be, by statute,
allocated to participants’ accounts. The Agency has determined that the current insurance reserve is
adequate to fund coverage needs for the foreseeable future.

LI
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SECTION M
EVALUATION FACTORS FOR AWARD

. INTRODUCTION

This section sets forth the criteria to be used for the
evaluation of all offers. These criteria will be applied to
each offer to determine the successful Offeror. The evalua-
tion process is described below.

. EVALUATION OF QFFERS

The Board will select an Offeror for award in accordance
with the guidance in FAR Part 15, the Board’s Source Evalua-~
tion and Selection Procedures, and the terms of this solici-
tation, The following specific events will occur in the
evaluation process:

Step 1. The Board will review all proposals for compliance
with the requirements of this solicitation docu-
ment. Those proposals which do not conform, other
than for minor irregularities, will not be given
further consideration for award of a contract.

Step 2. The Board’s Technical Evaluation Panel will evalu-
ate all technical proposals for compliance with
the requirements of Clause M.4, “Minimum Technical
Qualifications.” Those proposals which do not
conform to the reguirements of Clause M.4 will not
be given further consideration for award of a con-
tract.

Step 3. The Board’s Technical Evaluation Panel will con-
duct a technical evaluation of all proposals which
meet the requirements of Clause M.4 and which are
not otherwise disqualified from consideration for
award of a contract.

Step 4. The Board will evaluate cost/pr1c1ng proposals in
accordance with Sections B, L, and M.

Step 5. The Board will consider the technical and
cost/price evaluations of all rated proposals in
order to determine that Offeror which proposes the
best value in terms of lowest cost, superior
service, or both.
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Step 6. The Board will evaluate the responsibility of the
apparent successful Offeror in light of the fac~
tors set forth in FAR Part 9,

VALUATION FA RS FOR AWARD

The Beard will make award to that responsible Offeror whose
offer conforms to the solicitation and is most advantageous
to the Board, cost or price and other factors considered.

For this solicitation, technical quality is more important
than cost. An evaluation of each offer will be made in the
technical area, and if technically acceptable, in the cost
area. The technical evaluation carries a 60% weight to-
wards contract award, and the cost/price evaluation carries
a 40% weight. A final cost/price score will be developed by
combining the final technical evaluation and cost/price
scores.

. MINIMUM TECHNICAL QUALIFICATIONS

The Technical Proposal must demonstrate compliance with the
minimum technical factors listed below in order tc be con-
sidered for award. Proposals which do not conform to the
requirements of this clause will be rejected by the Techni-
cal Evaluation Panel prior to technical evaluation.

All Offerors must demonstrate compliance with the following:

1. The Offeror must comply with the statutory requirements
specified in §§ 8438 and 8478 of Title 5 of the United
States Code and must agree to serve as a fiduciary of
the Thrift Savings Fund, as defined in § 8477 of Title
5, with respect to all assets of the Fund under manage-
ment or custody.

2. The Offeror must be a “qualified professional asset
manager” as defined in § 8438 of Title 5 of the United
States Code.

3. The Offeror must provide a commingled, daily-valued S¢P
500 index fund suitable for a tax-qualified plan.

4. The proposed fund must have a minimum of $55 billion
(market value as of June 30, 2000) in assets under
management. (See Section J, Attachment 1, paragraph

I.E.1 for a discussion of modular or tiered structure
as it applies to the size of the proposed fund. That

M-2
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discussion applies to the minimum size requirement as
well). The proposed commingled fund must have been in
operation for a minimum of 3 years.

The offered fund must be designed to replicate the S5&P
500 index.

The offered fund must provide a securities lending
program.

The offered fund must accept trades each business day,
on a pre-notification trade basis (i.e., trade executed
at closing stock prices on the trade date), with an
investment notification deadline no earlier than 2:00
p.m., eastern time. The offered fund must accept funds
to cover purchases one business day after the trade
date and must wire redemption proceeds one business day
after the trade date.

The Offeror must provide, through an electronic data
file in the format provided by the Board, to the TSP
record keeper on each business day the TSP’s share of
total earnings, in dollars, for that business day.
Total earnings include capital gain or loss (net of
trading costs), dividend income, securities lending in-
come, and any income from the cash account. The daily
earnings are to be transmitted as soon as available
each business day, but no later than 6:00 p.m. eastern
time. The offeror must also provide other required
information, transaction summary reports, monthly
transaction reports, and monthly performance reports in
a timely manner.

The Offeror must provide the Board with its established
proxy voting pelicies and agree to submit reports to
the Board explaining any exceptions to those policies
during the term of the contract.

TECHNICAL EVALUATION

Upon determining Offeror compliance with the minimal techni-
cal criteria identified in paragraph M.4 above, the techni-
cal evaluation panel will evaluate those proposals for
technical compliance with the requirements of this solicita-
tion document. The evaluation will be consistent with the
evaluation criteria identified below:

1.

Organizational Experience =~ 10 points

M-3
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a. Qualifications of portfolio managers,
administrative account servicing, and other
investment personnel.

b. Size, growth, and longevity of proposed fund.

2. Trading - 30 points

d. Demonstrated ability and opportunity to minimize
trading costs.

3. Tracking of the S&P 500 Index - 10 points

4. Fiduciary and Administrative Competence - 10 points
a. Ability to carry out fiduciary responsibilities.
b. Quality of securities lending program.
c. Comprehensiveness of proxy voting policies.

d. Ability to provide timely and accurate reports
containing the required information.

M.6. COST/PRICE EVALUATION

a.

The Board will analyze all technically acceptable proposals
to determine the price of each proposal. The Board antici-
pates assigning 40 points to the price proposal evaluation.

The Board will use the information submitted in Section B.3
to determine the proposal with the lowest net fees {(defined
as management fees plus custodian fees less securities
lending income} at each asset level and will assign lower
point scores to those proposals with higher net fees at each
level, in accordance with the following schedule:

Net Fees On Point Allocation
First $60 billion 25 points
Above $60 billion 15 points

Cost evaluation points are attributed to each Offerors’

net fees as follows: The lowest Offeror receives maximum
points for each category. For every basis point above the
lowest net fee at each asset level, the corresponding score
is reduced 3 points (incremental increases of less than one
basis point reduce the score proportionately, e.g., a .5

M-4
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basis point increase in fees results in a 1.5 point reduc-
tion in score).

The technical points earned as a result of the evaluation in
M.5 will be added to the results of the M.6 evaluation,
rendering a total score for each proposal.

. AWARD

While the total score will be an important factor in con-
tract award selection, the Board will award any contract
resulting from this solicitation to that Offeror presenting
the most advantageous offer to the Board, all factors con-
sidered,

The Board may reject any or all offers, accept other than
the offer proposing the lowest management fees, and waive
informalities and minor irregularities in offers received.

The Board may award a contract on the basis of initial
offers received, without discussions. Therefore, each
initial offer should contain the Offeror’s best terms from a
price and technical standpoint.

TIME OF AWARD

The Board expects to make an award by October 2000 to allow
the selected Offeror to conduct system tests associated with
the new Thrift Savings Plan (TSP} record keeping system
prior to initiating fund management on January 1, 2001.

NOTHING FOLLOWS
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SECTION M
EVALUATION FACTORS FOR AWARD

INTRODUCTION

This section sets forth the criteria to be- used for the
evaluation of all offers. These criteria will be applied to
each offer to determine the successful Offeror. The evalua-
tion process is described below.

VALUATION EF

The Board will select an Offeror for award in accordance
with the guidance in FAR Part 15, the Board's Source Evalua-
tion and Selection Procedures, and the terms of this solici-
tation., The following specific events will occur in the
evaluation process:

Step 1. The Board will review all proposals for compliance
with the requirements of this solicitation docu-
ment. Those proposals which do not conform, other
than for minor irregularities, will not be given
further consideration for award of a contract.

Step 2. The Board’s Technical Evaluation Panel will evalu-
ate all technical proposals for compliance with
the requirements of Clause M.4, “Minimum Technical
Qualifications.” Those proposals which do not
conform to the requirements of Clause M.4 will not
be given further consideration for award of a con-
tract.

Step 3. The Board’s Technical Evaluation Panel will con-
duct a technical evaluation of all proposals which
meet the requirements of Clause M.4 and which are
not otherwise disqualified from consideration for
award of a contract.

Step 4. The Board will evaluate cost/pricing proposals in
accordance with Sections B, L, and M.

Step 5. The Board will consider the technical and
cost/price evaluations of all rated proposals in
order to determine that Offeror which proposes the
best value in terms of lowest cost, superior
service, or both.

M-1
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Step 6. The Board will evaluate the responsibility of the
apparent successful Offeror in light of the fac-
tors set forth in FAR Part 9.

EVALUATION FACTORS FOR AWARD

The Board will make award to that responsible Offeror whose
offer conforms to the solicitation and is most advantageous
to the Board, cost or price and other factors considered.

For this solicitation, technical quality is more important
than cost. An evaluation of each offer will be made in the
technical area, and if technically acceptable, in the cost
area, The technical evaluation carries a 60% weight to-
wards contract award, and the cost/price evaluation carries
a 40% weight. A final cost/price score will be developed by
combining the final technical evaluation and cost/price
scores.

NIM CHNT UALIFICATION

The Technical Proposal must demonstrate compliance with the
minimum technical factors listed below in order to be con-
sidered for award. Proposals which do not conform to the
requirements of this clause will be rejected by the Techni-
cal Evaluation Panel prior to technical evaluation.

All Offerors must demonstrate compliance with the following:

1. The Offeror must comply with the statutory requirements
specified in §§ 8438 and 8478 of Title 5 of the United
States Code and must agree to serve as a fiduciary of
the Thrift Savings Fund, as defined in § 8477 of Title
5, with respect to all assets of the Fund under manage-
ment or custody.

2. The Offeror must be a “qualified professional asset
manager” as defined in § 8438 of Title 5 of the United
States Code.

3. The Offeror must provide a daily-valued, commingled,
LBA index fund suitable for a tax-gualified plan.

4. The proposed fund must have a minimum of $3.5 billion
{market value as of June 30, 2000) in assets under
management. ({See Section J, Attachment 1, paragraph
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I.E.1 for a discussion of modular or tiered structure
as it applies to the size of the proposed fund. That
discussion applies to the minimum size requirement as
well). The proposed commingled fund must have been in
operation for a minimum of 3 years.

5. The offered fund must be designed to track the LBA
index.

6. The offered fund must provide a securities lending
program.

7. The offered fund must accept trades each business day,
on a pre-notification trade basis (i.e., trade executed
at closing prices on the trade date), with an invest-
ment notification deadline no earlier than 2:00 p.m.,
eastern time. The offered fund must accept funds to
cover purchases one business day after the trade date
and must wire redemption proceeds one business day
after the trade date.

8. The Offeror must provide, through an electronic data
file in the format provided by the Board, to the TSP
record keeper on each business day the TSP’'s share of
total earnings, in dollars, for that business day.
Total earnings include capital gain or loss {(net of
trading costs}, interest income, securities lending in-
come, and any income from the cash account. The daily
earnings are to be transmitted as soon as available
each business day, but no later than 6:00 p.m. eastern
time., The Offeror must also provide other required
information, transaction summary reports, monthly
transaction reports, and monthly performance rxeports in
a timely manner.

M.5. TECHNICAL FVALUATION

Upon determining Offeror compliance with the minimal techni-
cal criteria identified in paragraph M.4 above, the techni-
cal evaluation panel will evaluate those proposals for
technical compliance with the requirements of this solicita-
tion document., The evaluation will be consistent with the
evaluation criteria identified below:
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1. Organizational Experience ~ 10 points
a. Qualifications of portfolio managers, administra-
tive account servicing, and other investment per-
sonnel.
b. Size, growth, and longevity of proposed fund.
2. Trading - 30 points

Demonstrated ability and opportunity to minimize trad-
ing costs.

3. Tracking of the LBA Index - 10 points

4. Fiduciary and Administrative Competence - 10 points

a. Ability to carry out fiduclary responsibilities.
b. Quality of securities lending program.
c. Ability to provide timely and accurate reports

containing the reguired information.

COST/PRICE EVALUATION

The Board will analyze all technically acceptable proposals
to determine the price of each proposal. The Board antici~
pates assigning 40 points to the price proposal evaluation.

The Board will use the information submitted in Section B.3.
to determine the proposal with the lowest net fees ({(defined
as management fees plus custodian fees less securities
lending income} at each asset level and will assign lower
point scores t¢ those proposals with higher net fees at each
level, in accordance with the following schedule:

Net Fees On Point Allocation
First $4.0 billion 25 points
Above $4.0 billion 15 points

Cost evaluation points are attributed to each Offerors’

net fees as follows: The lowest Offeror receives maximum
points for each category. For every basis point above the
lowest net fee at each asset level, the corresponding score

M-4
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is reduced 3 points ({incremental increases of less than one
basis point reduce the score proportionately, e.g., a .5
basis point increase in fees result in a 1.5 point reduc-
tion in score}.

The technical points earned as a result of the evaluation in
M.5 will be added to the results of the M.6 evaluation,
rendering a total score for each proposal.

AWARD

While the total score will be an important factor in con-
tract award selection, the Board will award any contract
resulting from this solicitation to that Offeror presenting
the most advantageous offer to the Board, all factors con-
sidered.

The Board may reject any or all offers, accept other than
the offer proposing the lowest management fees, and waive
informalities and minor irrxegularities in offers received.

The Board may award a contract on the basis of initial
offers received, without discussions. Therefore, each
initial offer should contain the Offeror’s best terms from a
price and technical standpoint.

TIME OF AWARD

The Board expects to make an award in CY 2000. The awardee will
be expected to conduct system tests associated with the new
Thrift Saving Plan record keeping system prior to initiating fund
management.

NOTHING FOLLOWS
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SECTION M
EVALUATION FACTORS FOR AWARD

M.1. INTRODUCTION

This section sets forth the criteria to be used for the

evaluation of all offers. These criteria will be applied to

each offer to determine the successful Offeror. The evalua-

tion process is described below.

M.2. EVALUATION OF OFFERS

The Board will select an Offeror for award in accordance
with the guidance in FAR Part 15, the Board’s Source Evalua-
tion and Selection Procedures, and the terms of this solici-
tation. The following specific events will occur in the
evaluation process:

Step 1. The Board will review all proposals for compliance
with the reguirements of this solicitation docu-
ment. Those proposals which do not conform, other
than for minor irregularities, will not be given
further consideration for award of a contract.

Step 2. The Board’s Technical Evaluation Panel will evalu-
ate all technical proposals for compliance with
the requirements of Clause M.4, “Minimum Technical
Qualifications.” Those proposals which do not
conform to the requirements of Clause M.4 will not
be given furthexr consideration for award of a con-
tract,

Step 3. The Board’s Technical Evaluation Panel will con-
duct a technical evaluation of all proposals which
meet the requirements of Clause M.4 and which are
not otherwise disqualified from consideration for
award of a contract.

Step 4. The Board will evaluate cost/pricing proposals in
accordance with Sections B, L, and M.

Step 5. The Board will consider the technical and
cost/price evaluations of all rated proposals in
order to determine that Offeror whose offer is
most advantageous to the Board.

Step 6. The Board will evaluate the responsibility of the
apparent successful Offeror in light of the fac-
tors set forth in FAR Part 9.

M-1
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M.3. EVALUATION FACTORS FOR_AWARD

a.

The Board will make award to that responsible Offeror whose
offer conforms to the solicitation and is most advantageous
to the Board, cost or price and other factors considered.

For this solicitation, technical guality is more important
than cost. An evaluation of each offer will be made in the
technical area, and if technically acceptable, in the cost
area. The technical evaluation carries an 85% weight to-
wards contract award, and the cost/price evaluation carries
a 15% weight. A final cost/price score will be developed by
combining the final technical evaluation and cost/price
scores.

MINIMUM TECHNICAL QUALIFICATIONS

The Technical Proposal must demonstrate compliance with the
minimum technical factors listed below in order to be con-
sidered for award. Proposals which do not conform to the
requirements of this clause will be rejected by the Techni-
cal BEvaluation Panel prior to technical evaluation.

All Offerors must demonstrate compliance with the following:

1. The Offeror must comply with the statutory requirements
specified in §§ 8438 and 8478 of Title 5 of the United
States Code and must agree to serve as a fiduciary of
the Thrift Savings Fund, as defined in § 8477 of Title
5, with respect to all assets of the Fund under manage~
ment or custody.

2. The Offeror must be a “gqualified professional asset
manager” as defined ip § 8438 of Title 5 of the United
States Code.

3. The Offeror must provide a commingled, Year 2000-com~
pliant, daily valued fund suitable for a tax-qualified
plan.

4. The offered fund must have a minimum of $5 billion

(market value as of January 31, 1999) in assets under
management, excluding cash, assets assigned to other
managers, and other non-managed assets. The offered
commingled fund must have been in operation for a
minimum of three years. The firm’s key personnel must
have at least three years equity index fund management
exper@ence and at least five years eguity management
experience.
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The offered fund must track the Wilshire 4500 index.

The offered fund must provide a securities lending
program.

The offered fund must accept trades each business day,
on a pre-notification trade basis (i.e., trade executed
at closing stock prices on the trade date), with an
investment notification deadline no earlier than 2:00
p.m., EST. The offered fund must accept funds to cover
purchases one business day after the trade date and
must wire redemption proceeds one business day after
the trade date.

The Offeror must provide, through an electronic data
file in the format provided by the Board, to the TSP
record keeper on each business day the TSP’'s share of
the proposed fund’s total earnings, in dollars, for
that business day. Total earnings include capital gain
or loss {net of trading costs), dividend income, secu-
rities lending income, and any income from the cash
account. The daily earnings are to be transmitted as
soon as available each business day, but no later than
6:00 p.m. EST.

M.5. TECHNICAL EVALUATION

Upon determining Offeror compliance with the minimal techni-
cal criteria identified in paragraph M.4. above, the techni-
cal evaluation panel will evaluate those proposals for
technical compliance with the requirements of this solicita-
tion document. The evaluation will be consistent with the
evaluation criteria identified below:

I.

1T,

Experience/Organization - 10 points

a. Sustained growth in assets and clients,
(6 points)

b. Established Year 2000 compliance program.
{4 points)

Trading - 45 points

Demonstrated ability to minimize trading costs through:
1. Crossing within the proposed fund
2. Other in-house crossing
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M.

6.

3. Crossing with other funds or managers
4. Program trading
5. Other metheds

III. Performance ~ 10 points

Actual {(not simulated) historical performance must
closely track the Wilshire 4500 index.

IV. Fiduciary/Custodian/Administration - 20 points

a. Established securities lending program with appro-
priate controls and cash collateral investment
guidelines. (10 points)

b, Demonstrated ability to carry out fiduciary
responsibilities with appropriate internal risk
management guidelines and controls and experienced
investment and administrative personnel. (5 points)

c. Demonstrated ability to provide consistently time-
ly daily earnings {unit value) and timely and
accurate reports with the required information.

(5 points)

COST/PRICE EVALUATION

The Board will analyze all technically acceptable proposals
to detexmine the price of each proposal. The Board antici-
pates assigning 15 points to the price propeosal evaluation.

The Board will determine the proposal with the lowest man-
agement fees at each asset level and assign lower point
scores to those proposals with higher management fees at
each level. For every basis point above the lowest manage-
ment fees at each asset level, the corresponding score is
reduced one point (incremental increases of less than one
basis point reduce the score proportionately, e.g., a .5
basis point increase in fees results in a .5 point reduction
in score) in accordance with the following schedule:

Management Fees On;: Point Allocation
First $10 billion 9 points
Above $10 billion 6 points

M-4
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M.7. AWARD
a. While the total score will be an important factor in con-

tract award selection, the Board will award any contract
resulting from this solicitation to that Offeror presenting
the most advantageous offer to the Board, all factors con-
sidered.

b. The Board may reject any or all offers, accept other than
the offer proposing the lowest management fees, and waive
informalities and minor irregularities in offers received.

c. The Board may award a contract on the basis of initial
offers received, without discussions. Therefore, each
initial offer should contain the Offeror’s best terms from a
price and technical standpoint.

M.8. TIME OF AWARD

The Board expects to make an award by June 1998, to allow
the selected Offeror to participate in the system tests for
the new Thrift Savings Plan (TSP) record keeping system
which are scheduled to be conducted from September through
November, 1999.

NOTHING FOLLOWS
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SECTION M
EVALUATION FACTORS FOR AWARD

M.1. INTRODUCTION

This section sets forth the criteria to be used for the
evaluation of all offers. These criteria will be applied to
each offer to determine the successful Offeror. The evalua-
tion process is described below.

M.2. EVALUATION OF OFFERS

The Board will select an Offeror for award in accordance
with the guidance in FAR Part 15, the Board’s Source Evalua-
tion and Selection Procedures, and the terms of this solici-
tation. The following specific events will occur in the
evaluation process:

Step 1. The Board will review all proposals for compliance
with the requirements of this solicitation docu-
ment. Those proposals which do not conform, other
than for minor irregularities, will not be given
further consideration for award of a contract.

Step 2. The Board’s Technical Evaluation Panel will evalu-
ate all technical proposals for compliance with
the requirements of Clause M.4, “Minimum Technical
Qualifications.” Those proposals which do not
conform to the requirements of Clause M.4 will not
be given further consideration for award of a con-
tract.

Step 3. The Board’s Technical Evaluation Panel will con-
duct a technical evaluation of all proposals which
meet the requirements of Clause M.4 and which are
not otherwise disqualified from consideration for
award of a contract.

Step 4. The Board will evaluate cost/pricing proposals in
accordance with Sections B, L, and M.

Step 5. The Board will consider the technical and
cost/price evaluations of all rated proposals in
order to determine that Offeror whose offer is
most advantageous to the Board.

Step 6. The Board will evaluate the responsibility of the
apparent successful Offeror in light of the fac-
tors set forth in FAR Part 9.

M-1
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M.3, EVALUATION FACTORS FOQR AWARD

a. The Board will make award to that responsible Offeror whose
offer conforms to the solicitation and is most advantageous
to the Board, cost or price and other factors considered.

b. For this solicitation, technical quality is more important
than cost. An evaluation of each offer will be made in the
technical area, and if technically acceptable, in the cost
area. The technical evaluation carries an 85% weight to-
wards contract award, and the cost/price evaluation carries
a 15% weight. A final cost/price score will be developed by
combining the final technical evaluation and cost/price
scores.

M.4, MINIMUM TECHNICAL QUALIFICATIONS

a. The Technical Proposal must demcnstrate compliance with the
minimum technical factors listed below in order to be con-
sidered for award. Proposals which do not conform to the
requirements of this clause will be rejected by the Techni-
cal Evaluation Panel prior to technical evaluation.

b. All Offerors must demonstrate compliance with the following:

1. The Offeror must comply with the statutory regquirements
specified in §§ 8438 and 8478 of Title 5 of the United
States Code and must agree to serve as a fiduciary of
the Thrift Savings Fund, as defined in § 8477 of Title
5, with respect to all assets of the Fund under manage-
ment or custody.

2. The Offeror must be a “qualified professional asset
manager” as defined in § 8438 of Title 5 of the United
States Code.

3. The Offeror must provide a commingled, Year-2000 com-
pliant, daily valued fund suitable for a tax-qualified
plan.

4, The offered fund must have a minimum of $2.5 billion

(market value as of January 31, 1999) in assets under
management, excluding cash, assets assigned to other
managers, and other non-managed assets. The offered
commingled fund must have been in operation for a
minimum of three years. The firm’s key personnel must
have at least three years equity index fund management
exper%ence and at least five years equity management
experience.
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5. The offered fund must replicate the EAFE index.
6. The offered fund must provide a securities lending
program.
7. The offered fund must accept trades each business day,

with an investment notification deadline no earlier
than 2:00 p.m., EST. The offered fund must accept
funds to cover purchases one business day after the
trade date and must wire redemption proceeds one busi-
ness day after the trade date,

8. The Offeror must provide, through an electronic data
file in the format provided by the Board, to the TSP
recoxd keeper on each business day the TSP’s share of
the proposed fund’s total earnings, in dollars, for
that business day. Total earnings include capital gain
or loss (net of trading costs), dividend income, secu-
rities lending income, and any income from the cash
account. The daily earnings are to be transmitted as
soon as available each business day, but no later than
6:00 p.m. EST.

. TECHNICAL EVALUATION

Upon determining Offeror compliance with the minimal techni-
cal criteria identified in paragraph M.4, above, the techni-
cal evaluation panel will evaluate those proposals for
technical compliance with the requirements of this solicita-
tion document. The evaluation will be consistent with the
evaluation criteria identified below:

I. Experience/Organization - 10 points
a. Sustained growth in assets and clients.
{6 points)
b. Established Year 2000 compliance program.
{4 points)

IT. Trading =~ 45 points
Demonstrated ability to minimize trading costs through:
1. Crossing within the proposed fund

2. Other in-house crossing
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3. Crossing with other funds or managers
4. Program trading
5. Other methods

III. Performance - 10 points

Actual {(not simulated) historical performance must
closely track the EAFE index.

IV. Fiduciary/Custodian/Administration - 20 points

a. Established securities lending program with appro-
priate controls and cash collateral investment
guidelines. (10 points)

b. Demonstrated ability to carry out fiduciary
responsibilities with appropriate internal risk
management guidelines and controls and experienced
investment and administrative personnel. (5 points)

c. Demonstrated ability to provide consistently
timely daily earnings (unit value) and timely and
accurate reports with the required information.
{5 points)

COST/PRICE EVALUATION

The Board will analyze all technically acceptable proposals
to determine the price of each proposal. The Board antici-
pates assigning 15 points to the price proposal evaluation.

The Board will determine the proposal with the lowest man-
agement fees at each asset level and assign lower point
scores to those proposals with higher management fees at
each level., For every basis point above the lowest manage-
ment fees at each asset level, the corresponding score is
reduced one point (incremental increases of less than one
basis point reduce the score proportionately, e.g., a .5
basis point increase in fees results in a .5 point reduction
in score) in accordance with the following schedule:

Management Fees On: Point Allocation
First $3 billion 9 points
Above $3 billion 6 points
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M.7. AWARD
a. While the total score will be an important factor in con-

tract award selection, the Board will award any contract
resulting from this solicitation to that Offeror presenting
the most advantageous offer to the Board, all factors con-
sidered.

b. The Board may reject any or all offers, accept other than
the offer proposing the lowest management fees, and waive
informalities and minor irregularities in offers received.

c. The Board may award a contract on the basis of initial
offers received, without discussions. Therefore, each
initial offer should contain the Offeror’s best terms from a
price and technical standpoint.

M.8. TIME OF AWARD

The Board expects to make an award by June 1999, to allow
the selected Offeror to participate in the system tests for
the new Thrift Savings Plan (TSP) record keeping system
which are scheduled to be conducted from September through
November, 1899,

NOTHING FOLLOWS



